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PREFACE. 



The following Essay is an attempt to solve 
some yet disputed problems in Political Economy, 
and impart a more regular and syBtematic form 



o 

^ to the elementary principles of that science. 






It professes to give merely the outlines of a 
theory, and has no pretensions to be considered 
a practical treatise. I might perhaps, without 
much impropriety, have entitled it the Physiology 
of Trade ; for my design is rather to describe 
the kws which regulate the operations of 
trade, in its healthy and unfettered state, than 
^ di^ fl>e ori^ .yn.pt»^ ».d ou« of 
those derangements to which it is subject from 
the action of extrinsic causes. Throughout the 
entire argument I have taken for granted that 
/ commerce is free from external interference of 
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every kind, even from the influence of taxes 
imposed upon conmiodities for the sake of 
revenue. I have assumed that the sovereign 
power of a state in no case does more than 
afford protection to industry and security to 
property, preserving strictly the standard of 
money once established, enforcing covenants, 
and thereby maintaining credit; but leaving 
demand and supply to perform their appro- 
priate functions, without restraint or encour- 
agement. 

The disorders incident to trade — a subject 
more nearly allied to politics — ^would require a 
separate and a larger volume. This comes not 
within the compass of my present design ; and 
besides, it would be idle to attempt a treatise on 
those disturbances and convulsions to which 
commerce is occasionally liable, until I had sub- 
mitted to public judgment my views (which are 
in some respects peculiar) of the laws which de- 
termine value, and govern the rise and fall of 
profits and of prices. 

The manner in which this subject has been 
treated in the following pages is, I am aware, 
somewhat unusual ; but if the outline which I 
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have endeavoured to sketch appears harsher and 
more rigid than even outlines commonly are, 
let me say in self-defence that it seems almost 
impossible to write a discourse upon the theory 
of trade in such a way as to render the subject 
attractive to readers in general — ^at least to that 
large class of readers who have recourse to books 
for mere amusement or as the materials of con- 
versation. Every attempt of the kind that has yet 
been made — ^and such attempts have been fre- 
quent and of great ability — ^has signally failed. 
Nor have these popular efforts been without in- 
jury to the cause they were intended to serve. 
Hutcheson, and, after him, Smith, Paley, Dugald 
Stewart, and Mackintosh, assigned to Political 
Economy a high place among the Moral Sciences, 
and if this fertile field of useftil ijiquiry, in which 
Locke and Montesquieu laboured, is still to 
retain its place in the domain of science 
(which some modem writers have affected to 
doubt), there seems no reason why one comer 
alone of a region to which proverbially there 
is no royal road, should be approached by a 
path whimsically strewed with artificial flowers. 
I have not even attempted to treat the sub- 
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ject in that manner ; but^ in order to make the 
reasoning as obvious as possible to those less 
conversant with such discussions, I have di- 
vided the work, and especially the more abstruse 
portions of it^ into a number of very short 
chapters, prefixing to each an epitome of the 
argument, most frequently in the form of an 
abstract proposition ; — ^although, after all, I am 
doubtful whether the attention of the careless 
or desultory reader can be secured, or relieved, 
by the' aid of such mechanical expedients. 

Of the matter and substance of the wprk 
itself it becomes me to speak and to think with 
great humility; for at this moment there is 
perhaps no subject more discouragingly, if not 
hopelessly, beset with difficulty, than the first 
principles of economical science. Even Adam 
Smith does not venture to approach that part 
of his inmiortal Inquiry into the Nature and 
Causes of the Wealth of Nations^ without pausing 
to bespeak his readers' ^' earnest attention to a 
subject in its own nature extremely abstracted." 
They who have attended to this subject most, 
can best appreciate its difficidties. For myself, 
I can only say, that the arduous work which 
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I have presumed to undertake, I have tried to 
execute honestly and in good faith. Where- 
ever Truth has appeared to lead, I have endeav- 
oured resolutely but reverentially to follow ; 
though, by pursuing this course, I have fre- 
quently arrived at conclusions which, whether 
right or wrong in themselves, are at variance 
with opinions generally received on the authority 
of distmguished names. 

It is not for me to appropriate the language 
of Montesquieu, or I might add with truth, in 
the words of the preface to his great work, 
" J'ai bien des fois commence, et bien des fois 

abandonn^ cet ouvrage; .je ne trouvois la 

v^rit^ que pour la perdre : Tnms quand fai 
dScouvert roes principes^ tout ce qm je cherchois est 
venu a moi^ 
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OF VALUE. 



CHAPTER L 

Parts of a commodity cannot rise or fall in value 

in respect of each, other. 

If we compare the value of a part of any com- chap. i. 
modity with the value of another part of the same 
commodity^ we shall find that the valiie of each 
part in relation to every other part is greater or 
Jess according as its quantity is greater or less. 
Hence equal parts of a commodity are, in reject 
of each other ^ of equal value. 

One quarter of wheats of known weight and 
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BOOK I. quality,* is of equal value with any other quarter 
of wheat of the same weight and quality, that is 
to say, the one can he exchanged for the other 
without either loss or gain. One ounce of pure 
gold is of equal value with any other ounce of 
pure gold, two ounces have double the value of 
one ounce ; half an ounce on^-Ao^that value, and 
so on.f 

* I use the word commodity to signify a subject of ex- 
change which is homogeneous or uniform in quality. Parts 
of a commodity which differ in quality must be regarded and 
reasoned upon as distinct commodities. 

-{- This proposition may seem at first sight to be a mere 
truism ; but it is in truth an important elementary principle, 
from which Mr Locke has deduced the great practical con- 
clusion, that '' one metal alone can be the money of account 
and contract and the measure of commerce in any country J^ He 
says, '^ Rising and falling of commodities is always between 
several commodities of distinct worths. But nobody can say 
that tobacco (of the same goodness) is risen in respect of 
itself. One pound of the same goodness will never exchange 
for a pound and a quarter of the same goodness. And so it 
is in silver ; an ounce of silver will always be of equal value 
to an ounce of silver, nor can it ever rise or fall in respect of 
itself.'' And again, '' Two metals, as gold and silver, can- 
not be the measure of commerce both together in any coun- 
try, because the measure of commerce must be perpetually 
the same, invariable, and keeping the same proportion in all 
its parts; but so only one metal does, or can do, to itself; 
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Nor does it make the slio:htest difference in chap. i. 
this respect whether the whok supply of wheat in 
the market be Jijiy quarters or Jijh/ millions of 
quarters, or whether the whole supply of gold be 
one thousand ounces or one thousand tons ; the 
value of each part of each commodity in relation 

80 silver is to silver, and gold to gold ; but gold and silver 
change their value one to another, for supposing them to be 
in value as sixteen to one now, perhaps the next month they 
may be as fifteen and three quarters, or fifteen and seven- 
eighths to one. And one may as well make a measure, 
namely, a yard, whose parts lengthen and shrink, as a mea- 
sure of trade of materials that have not always a settled in- 
variable value to one another.** — See Locke's Further Con-- 
sideraHont concerning raising the Value of Money, Works, 
voL iL p. 72 (fol. edit 1722). The same principle is no- 
ticed by Sir W. Petty, Political Anatomy of Ireland, ch. 10 ; 
and by Mr Harris in his Essay on Money and Coins, Part I. 
p. 57. A practical suggestion, founded on this view of the 
subject, made by Adam Smith, Wealth of Nations, b. i. 
ch. 5, was afterwards adopted, and pressed upon the atten- 
tion of government by the late Earl of Liverpool, in his 
Treatise on the Coins of the Realm, p. 13. But it was not 
till 1816 (by statute 56 Geo. III. c. 68), more than ten 
years after the publication of Lord Liverpool's treatise, that 
this fundamental principle was acted upon, and gold made, 
practically and in reality, the sole standard measure of com- 
merce, which it certainly was not while the silver coin was 
legal tender, by tale, to the amount of £25, and by weight, 
at the mint price, for any greater sum. 
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BOOK I. to every oilier part of the same commodity will 
still be in direct proportion to its quantity. 

A commodity cannot rise or fall in value ex- 
cept in relation to some other commodity by 
which its value is measured — a commodity can- 
not rise or fall in value in relation to itself. 



CHAPTER 11. 

The value of one commodity in relation to another, 
or the quantity of one commodity for which a 
determinate portion of another wiU exchange, is 
less or grecUer according as the total supply of 
the one commodity is increased or diminished in 
proportion to the total supply of the other. 

Let gold and heps be two commodities, and let chap. n. 

one of them be employed to measure the rising 

and £aJling value of the other. The value of a 
given quantity of hops, estimated in gold, or 

tity of hops will exchange, will be less or greater 
according as the total supply of hops bears a 
greater or less proportion to the total supply of 
gold ; and the value of a given quantity of gold, 
estimated in hops, or the quantity of hops for 
which such given quantity of gold will ex- 



^ 
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BOOK I. change, will be determined by the same pro- 
portion. 

If, when the total supply of hops in the mar- 
ket is 30 millions of pounds, one pound will 
exchange for six grains of pure gold, it is certain 
that the savfie quantity of hops will exchange for 
a smaller quantity of gold^ should the supply of 
hops be increased to 40 millions of pounds, and 
for a still smaller, should the quantity be in- 
creased to 50 or 60 millions of pounds. 

Were the supply of hops, on the contrary, 
reduced to 20 millions of pounds, one pound 
would, for the same reason, exchange for rrwre 
than six grains of pure gold, and if to 10 millions 
of pounds, for still more. 

The value of every pound of hops, estimated in 
gold, is thus seen to depend upon the total 
quantity of hops in the market : if one pound 
exchange for six grains of gold when one pound 
forms a 30-millionth part of the supply, it wiU 
exchange for less when it forms a 40 or 50- 
millionth part, and for more when it forms a 
20 or 10-millionth part. 

But the value of hops estimated in gold, and 
of gold estimated in hops, may also be altered 
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by an increase or diminution of the quantity of chap. n. 
gold, wiihoui any augmentation or abridgment 
of the quantity of hops. If six grains of gold 
will exchange for one pound of hops when the 
total supply of gold is 100 millions of grains, 
the same quantity of gold will exchange for a 
smaller quantity of hops when the supply of 
gold is increased to 200 or 300 millions of grains, 
the supply of hops remaining unaltered. Hops 
estimated in gold wiU become dearer, gold esti- 
mated in hops will become cheaper than before, 
and that in proportion as six grains become a 
smaller fractional part of the whole supply of 
gold. 

On the other hand, if the supply of gold be 
reduced to 60 or 80 millions of grains, six grains 
wiU exchange for more hop8 than before. Hops 
estimated in gold will become cheaper, and gold 
estimated in hops wiU become dearer than be- 
fore, and that in proportion as six grains become 
a larger fractional part of the whole supply of 
^old. 

And it follows as a corollary from the above, 
that the quantities of gold and hops may be hoik 
so increased or hoih so diminished, that six grains 
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BOOK I. of the former will, after such contraction or ex- 
pansion of the supply of both, still exchange for 
one pound of the latter.* 

* This last is a consideration of great importance ; and, 
from not attending to it, the Earl of Lauderdale was led to 
affirm that '^ an increcue of richesj when arising from altera- 
tions in the quantity of commodities, is always a proof of the 
inunediate diminution of wealth ; and that a diminution of 
riches is evidence of an immediate increase of wealth ;" and, 
that " in proportion as the riches of indiyiduals are increased 
by an augmentation of the value of any commodity, the 
wealth of the nation is generally diminished ; and in propor- 
tion as the mass of individual riches is diminished by the 
diminution of the value of any commodity, the national opu- 
lence is generally increased." This melancholy paradox 
Lord Lauderdale maintained stoutly in a set treatise. — See 
Inquiry into the Nature and Origin of Public Wealth, by the 
Earl of Lauderdale, edition 1804, p. 50. Mr Ricardo has 
given a masterly exposition of the '' Distinctive Properties of 
Value and Riches," in the 20th chapter of his celebrated work 
On the Principles of Political Economy and Taxation^ 8d 
edition, p. 320. 



CHAPTER III. 

A commodity possessed of exchangeable value can 
alone form a measure of the value of other 
commodities. Distinction between value and 
jyrice. 

The argument of the last chapter rests on the chap. m. 
basis of facts which will not be disputed. The 
value of money J or that commodity which is em- 
ployed as a common measure and equivalent^ as 
well as a medium of exchange, is determined by 
the proportion which the whole amount of money 
in circulation bears to the whole amount of the 
commodities to be exchanged. If the volume 
of the currency be enlarged without a corre- 
sponding increase of commodities, the money- 
price of every commodity, or its value in relation 
to Tuoney, will rise. But if so, the same effect 
will be produced by diminishing the quantity of 
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BooJ^ I- the commodity, without a corresponding reduc- 
tion of the circulation. Agaiii, if the volume of 
the currency be contracted without a correspond- 
ing diminution of the quantity of commodities, 
the price of every commodity, or its value in 
relation to money, will fall. But if so, the same 
consequence wiU follow from increasing the 
quantity of the commodity, the circulation re- 
maining of the same absolute amount ss before. 
These are necessary deductions from the ac- 
knowledged truth, that the value of money is 
determined by the ratio of money to commodi- 
ties, for this ratio may be as effectually altered 
by increasing or diminishing the quantity of 
commodities, the amount of the circulation re- 
maining the same, as by diminishing or increas- 
ing the amount of the circulation, the quantity 
of commodities remaining the same. 

We find, accordingly, that these deductions 
are in complete accordance with other facts 
which fall under our daily observation. A 
plentiful harvest, a plentiful supply of corn, of 
indigo, raw cotton, hops, &c., invariably reduces 
the price of such produce ; while a scanty supply 
enhances that price. 
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It is important to remember, that the foun- chap. in. 
dation of all commerce is barter^ or the exchange 
of one commodity for another. The introduction 
of money does not change the essential nature of 
trade, for although money is rightly said to be 
a common measure of property^ it must never be 
forgotten that, from the very nature of the ihing^ 
nothing can be a measure of value or of pro- 
perty which is not itself an equivalent possessed 
of exchangeable value. 

The precious metals are indisputably the fittest 
standards for measuring the value of all other 
conmiodities, for this reason, among many others, 
that their supply is mxyre uniform, their quantity 
less subject to variation, than that of any other 
conmiodities with which we are acquainted. 
Gold and silver, like all other things, are some- 
times scarcer and sometimes more plentiful ; and 
we know, historically, that after the discovery 
of the American mines, in the sixteenth century, 
the enlarged supply of the precious metals re- 
duced their value all over the world. It is not, 
therefore, because the supply of gold and silver 
is invariable^ but because it is less variable^ espe- 
cially within short periods of time, than the 
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BooKL supply of Other commodities, that trade has 
adopted one or other of these metals as a uni- 
versal equivalent and measure of value.* 

The person who gives a commodity in exchange 
for money ^ is said to sell the commodity ; and one 
who gives vfumey in exchange for a commodity, is 
said to huy the commodity. 

In the language of trade, a commodity is 
said to be more or less valuable, in proportion 
as it will exchange for more or less money; 
and the money for which it is exchanged is 
called its price. 

But price and value are different things, and 
the least reflection will show us that while 
a commodity, at the same time and place, 
can have but one price^ it may have, and it 
has in reality, as many values as there are 
other commodities in the market in which 

* In reasoning on the subject of value, we shall sometimes 
find it necessary to adopt a similar expedient, and to assume 
some one conmiodity (gold, for example) to be invariable in 
its supply, and a perfect measure of the rising or falling value 
of all other conmiodities ; reserving this one commodity for 
separate consideration afterwards, as itself subject to fluc- 
tuations, and measured, in its turn, by the other products for 
which it is exchanged. 
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its value can be estimated. If the price of chap. ni. 
a quarter of wheat, for example, be 246 grains 
of standard gold, or two pounds sterling, the 
price of a hat 123 grains, or one pound sterling, 
and the price of a yard of broad cloth 61^ 
grains, or ten shillings sterling, then the value 
of a hat is double that of a yard of cloth, 
and one half that of a quarter of wheat. Each 
commodity has but one price^ but the value 
of a quarter of wheat, estimated in hats, is 
two hats, and in broad cloth four yards ; and 
were there a thousand, or ten thousand, other 
commodities in the same market, we should 
have a thousand or ten thousand other measures 
of the value of these three commodities, and 
of each of the thousand or ten thousand com- 
modities besides. And in order to be able to 
apply these measures, all that we need to know 
is the quantity of gold for which a certain quan- 
tity of each commodity will sell or exchange. 

The prke of a commodity is altered by 
changing the ratio of its quantity to the quantity 
of money in circulation; its vahie is altered 
by the augmentation or abridgment of the 
supply of any other commodity in the market. 



CHAPTER IV. 

Par of value. The entire products of equal capitals 
are intrinsically of equal value ; and their actual 
value in the market always tends to par or 
equality. The intrinsic value of a determinate 
portion of one such product in relation to a 
determinate portion of another ^ is less or greater 
according as the whole quantity of the one pro- 
duct bears a greater or less proportion to the 
whole quantity of the other product. 

BOOK I. Suppose three capitalists each to employ a 
capital of 1000 quarters of wheat, one in 
the maintenance of agricultural labour, and 
the other two in the maintenance of mming 
or manufacturing labour; and that the first 
capitalist obtains an average return of 1200 
quarters of wheat, the second a return of 600 
ounces of gold, and the third a return of 9000 



\ 
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ounces of silver. The agriculturist will not chap.iv. 
exchange his product of 1200 quarters of wheat 
for less than 600 ounces of gold, because by 
devoting his capital of 1000 quarters to the 
production of gold, instead of to the production 
of wheat, he could himself obtain 600 ounces 
of that metal. On the other hand, the producer 
of gold will not give more than 600 oimces 
of that metal for 1200 quarters of wheat, because 
he could obtain that quantity of com by employ- 
ing his capital directly in agriculture. Nor, 
for the same reason, will the producer of wheat 
or gold exchange 1200 quarters of wheat or 
600 ounces of gold for less than 9000 ounces 
of silver ; for either of these capitalists, by trans* 
ferring his capital to the production of silver, 
could obtain 9000 ounces; and the producer 
of silver will not give TYwre than 9000 oimces 
of that metal for 600 ounces of gold, or 1200 
quarters of wheat, because he could himself 
produce these quantities of either by trans- 
ferring his capital to the production of these 
commodities. 

The value of wheat in relation to gold, 
wotdd under such circumstances be as 1200 

B 
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BOOK I. to 600, or in the proportion of 2 quarters 
of wheat for one ounce of gold; the value 
of wheat in relation to silver would be as 
1200 to 9000, or in the proportion of one 
quarter of wheat for 7^ ounces of silver ; while 
the value of silver in relation to gold would be 
as 9000 to 600, or in the proportion of 15 
ounces of silver for one ounce of gold. Ex- 
changing with each other in these proportions, 
the value of these three commodities may be 
said to be at par* 

Now, let the quantities of gold and silver 
produced from the same equal capitals be each 
doubledj the value of gold and silver in relation 
to com will sink by one-hcdf\ for the agriculturist, 
under such altered circumstances, can obtain 
by the employment of his capital in the one 
department 1200 ounces of gold, or by the 
employment of it in the other 18,000 ounces 
of silver. • He will not, therefore, exchange his 

• Par of value, though a novel, will I hope not be con- 
sidered an inappropriate phiage. Natural price, real f>alue, 
&c., do not so clearly express the idea which I wish to 
conyey. I have never in any instance substituted a new 
term fbr one already in use where the latter appeared to be 
sufficiently jNnecise. 
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1200 quarters of wheat for less than double the chap. iy. 
former quantity of either of the precious metals. 
Nor could the producers of these metals fairly 
demand more than 1200 quarters of whei|>t 
for their products respectively, for by employing 
their capitals in agriculture neither of them 
could still obtain a greater return thaa 1200 
quarters. • 

The value of com in relation to gold would 
now be as 1200 to 1200, or in the proportion 
of one quarter of wheat for one ounce of gold ; 
the value of com in relation to silver would 
be as 1200 to 18,000, or in the proportion 
of one quarter of wheat for 15 ounces of silver ; 
while the value of silver in relation to gold 
would still be as 1200 to 18,000, or in the 
old proportion of one ounce of gold for 15 
ounces of silver. Produced under such altered 
conditions, and exchanging in such altered pro- 
portions, the value of the three commodities 
in relation to each other might still be said to be 
at par. 

Again, let the average quantity oi com pro- 
duced by the employment of a capital of 1000 
quarters be doubled^ the returns in gold and 
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BOOK I. silver from equal capitals being respectively 600 
and 9000 ounces, as before ; the value of com, 
in relation to the precious metals, wiU be reduced 
by one-half J for the producer of gold will not 
exchange 600 ounces of gold, or the producer 
of silver 9000 ounces of that metal, for less than 
2400 quarters of wheat, when either, by trans- 
ferring his capital to agriculture, could obtain 
that return. Nor could the agriculturist fairly 
demand more than these quantities of gold or 
silver in exchange for 2400 quarters, for by 
transferring the capital of 1000 quarters, which 
now yields him that increased return, from agri- 
culture to mining, he could still obtain no greater 
return than 600 ounces of gold or 9000 ounces 
of silver. 

The value of com in relation to gold wiU now 
be as 2400 to 600, or in the proportion of four 
quarters of wheat for one ounce of gold ; and 
the value of com in relation to silver will be as 
2400 to 9000, or in the proportion of one quar- 
ter of wheat for 3f oimces of silver. 

Once more, let the quantities of com, silver, 
and gold be aU doubled, and there shall be no 
change whatever in their relative value; in other 
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words, the ori^al par of value will be restored ; chap. iv. 
for the value of com, in relation to gold, wiU be 
as 2400 to 1200, or as two quarters for one 
ounce ; the value of com, in relation to silver, 
will be as 2400 to 18,000, or in the proportion 
of one quarter for 7^ ounces ; and the value of 
silver in relation to gold will be aa 15 to 1. 

Thus it appears, that the three capitals being 
of equal value, i. e. exchangeable, the one for 
the other, vdthout loss or gain, the entire pro- 
ducts of each of these three capitals wiU natu- 
rally exchange the one for the other ; and that 
the quantity of any one of these products for 
which a determinate portion of any other will 
exchange, will be less or greater, according aa 
the whole quantity of the one product is greater 
or less in proportion to the whole quantity of 
the other. 

Such would appear to be the principle by 
which the mtural or intrinsic value of commo^ 
dities, in relation to each other, is fixed and 
determined. But the actual market value of a 
commodity at a particular time and place is often 
different from this natural or intrinsic value. 
When one ounce of gold and 15 ounces of silver 
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BOOK I. are the products of equal capitals, these metals, 
as already shown, will naturally exchange for 
each other, in the proportion of 15 ounces of the 
latter for one ounce of the former ; at least the 
producer of gold will not continue to give more 
than one ounce of gold for 16 ounces of silver, 
or the producer of silver amtinue to give more 
than 15 ounces of that metal for one ounce of 
gold ; and for this reason, that either producer 
can, by the employment of an equal capital in 
the other department, obtain an equal return. 

In such circumstances, and when gold and 
silver actually do exchange in the proportion 6t 
16 to 1, the value of the two metals in relation 
to each other may be said to be at par^ and the 
market and natural values coincide ; but if there 
happen at any time to be, upon the whole, less 
gold in the market than the wants of society 
require, the producer of silver may, for a time, 
consent to give more than 16 ounces of that 
metal for one ounce of gold ; or if, on the other 
hand, there should happen to be more gold in 
the market than is wanted, the producer of that 
metal may be contented to take less for one ounce 
of it than 15 ouncefe of silver. 
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Such disturbances of yalue arise sometiiues c^iap. ir. 

from extrinsic drcumstances affecting the de- 

mand, as from a mere change of taste or incU- 
nation on the part of the consumer; and it is 
impossible in any case to estimate exactly the 
extent of their influence. The two subjects of 
every exchange, whether it be an exchange of 
one commodity for another, or of a commodity 
for money, are of course under the control of 
the parties making the exchange ; and, accord- 
ing as it happens to be an object of greater or 
less urgent importance for one of these parties 
to obtain a certain portion of a particular com- 
modity, more or less of another will be given for 
it. But such disturbances, whatever be their 
extent, cannot be permanent ; for the moment 
the price of a conmiodity is raised above or 
sunk below the natural level or par, additional 
capital will be transferred to its production from 
other departments; or a part of the capital 
already employed on its production will be 
withdrawn — ^the supply will in consequence be 
increased or diminished — ^and the price, whatever 
it be, will faU or rise till the former level is 
regained. 
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BOOK 1. But the main cause of such disturbances of 
value is the occasional emplo3nnent of too much 
or too little capital in certain departments of 
production. To revert to our former illustra- 
tion, the value of gold and silver in relation to 
each other wiU deviate from par when the total 
quantity of the one metal bears a less or greater 
proportion to the total quantity of the other, 
than the quantity of the oris produced from a given 
capital bears to the qaantity of the other produced 
from an equal capital. For example, 600 ounces 
of gold and 9000 ounces of silver are supposed 
to be the products of equal capitals; but the 
total quantity of gold produced at this rate may 
be represented by 60,000 ; and the total quan- 
tity of snver produced at this rate may be re- 
presented, not by 900,000, but by 1,800,000, in 
which case the axatual value of the two metals, 
in relation to each other, in the market, would 
not be at par (or in the assumed proportion of 
15 to 1), but might be in the proportion of 
30 to 1.* Silver, by this increase of the total 

* I say might he, because, as already stated, it is impossible 
in any case, a priori^ to estimate with exactness the degree 
of effect which such disturbances will produce. If double 
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supply, having sunk in value in relation to gold, chap. iv. 
and every other commodity, capital would be 
immediately withdrawn from the production of 
silver ; the supply of that metal would in con- 
sequence be abridged ; and when reduced again 
to 900,000 ounces, then the actual market value 
would coincide with the natural value, and the 
value of the two metals in relation to each other 
would be again at par. 

Again, if the total supply of gold (the rate of 
production from equal capitals being aa formerly 
in each case) were represented by 60,000 oimces, 
and the total supply of silver by 450,000, 
instead of 900,000 ounces, in this case the 

the usual quantity of merchandise is brought to market, it 
does not follow that the price will be reduced exactly one- 
half; or that if only one-half the usual quantity is supplied 
the price will be raised twofold. The proportional differences 
will depend upon whether the article is a luxury or a neces- 
sary, of a durable or perishable nature, portable or bulky, of 
partial or general use, &c. Thus, an excess in the importa- 
tion of ripe oranges will occasion a much greater fall than 
the same excess in the importation of wool or timber, and 
still more than a similar excess in the supply of silver, 
cochineal, or any other article which can be easily reexported. 
Again, in the case of com, it is well known that a deficient 
or abundant harvest produces a rise or fall of price not at all 
in proportion to the actual deficiency or excess. 
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BOOK I. actual value of the two metals in relation 
to each other in the market would not be 
at par (or in the proportion of 15 to one) ; 
but might be in the proportion of 7^ to one. 
Silver, by this diminution of the total supply, 
having risen in value in relation to gold and 
every other commodity, capital would be im- 
mediately attracted from other departments to 
the production of silver, the supply of that 
metal would in consequence be increased, and 
when doubled or increased again to 900,000 
ounces, the actual market value would again 
coincide with the natural or intrinsic value, 
and the value of the two metals in relation 
to each other would again be at par. 

It is unnecessary to multiply examples — 
similar results, mutatis mutandis^ would follow 
from the enlargement or contraction of the 
relative supply of gold or of any other com- 
modity. The actual value of commodities in 
the market depends on the proportion between 
their total quantities; the natural or intrinsic 
value depends on the proportion between the 
quantities of. each produced from equal capitals. 
The market and natural value may seldom 
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exactly coincide, but their tendency is always chap. iv. 
towards equality, for no deviation, either on 
the one side or on the other, can take place 
without calling into action a principle by which 
such deviation will be ultimately corrected. 



CHAPTER V. 

Utility is neither a measure nor constituent of 

exchangeable vaiue. 

BOOK I. A coBOiODiTY vnthotU utility or some other 
desirable quality is not exchangeable^ and con- 
sequently does not come within the limits 
of the science of value, which treats not of 
things which are extra commerdum. Every 
thing exchangeable or valuable must possess ut^ity^ 
or some other quality which renders it saleabU 
or marketable; but the converse does not hold, 
for there are many things which are useful 
yet are not commercially valuable or exchange- 
able. Utility, therefore, is a quality inherent 
in exchangeable commodities, just as length, 
breadth, or the capacity of berog measured, 
are qualities inherent in them; but utility is 
no more a measure or constituent of commercial 
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value than any other quality or attribute of chap. v. 
commodities. 

Nature has furnished some things of highest 
utility in quantities so abundant as to destiroy 
their exchangeable value altogether. The air 
we breathe, for example, is commercially vcdue" 
lesSy and the reason is that the supply is bound- 
less. For the same reason water, which is 
equally essential to human life, ordinarily brings 
no price; but in situations where the supply 
is limited, the limitation makes it valuable, and 
it will fetch a price higher or lower in propor- 
tion to its scarcity. 



CHAPTER VI. 

The high value of commodities produced under a 
natural or artijicial monopoly is caused by a 
limitation of the supply, 

BOOK I. Of another class of commodities the supply 
is limited by nature, as for example, some rare 
wines, the growth of particular vineyards. The 
value of such commodities is regulated by the 
same law, their limited quantity renders them 
valuable ; but it is certain that were other soils 
and situations discovered capable of producing 
grapes of the same kind, the price of such wine 
would fall in consequencfe of the more abundant 

supply. 

There are other commodities stiU more strictly 
limited, as the pictures of the old masters, 
ancient statues, coins, manuscripts, &c. Such 
things are justly said to be "rare and valu- 
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able," for as applied to them these words may chap, vl 
be regarded as synonymous. 

The supply of a third class of commodities 
is limited by the municipal law of states, and 
the operation of monopolies. There being no 
competition, the monopolist is enabled to keep 
the market understocked, and the price is by 
this means artificially elevated. 



CHAPTER VII. 

l%e value of freely produced commodities is governed 
by the same law^ hut competition prevents the 
prodv/:er of such commodities from limiting the 
supply beyond a certain point. Demand and 
supply — Natural and market price — Dr Adam 
Smith's theory — Difficulties which attend the ap- 
plication of that theory to the (Served phenomena 
of trade and exchanges. 

BOOK I. The supply of by far the greater number of 
commodities may be enlarged to an almost 
indefinite extent by the application of human 
labour, machinery, and capital to their produc- 
tion. The quantity of such commodities must 
be so regulated that their value, when sold 
or exchanged, shall be equal to their cost, in- 
cluding the usual profits of the capital employed 
in their production. 
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The market price of commodities is regulated chap. vn. 
by the proportion between the supply and de- 
rtiand. This has been called an axiom in political 
economy. 

Adam Smith has made a distinction between 
the market price and the natural price of com- 
modities. In every society there is, according 
to Dr Smith, an average or natural rate of 
wageSy profits^ and rentj which he represents 
as the three component parts of price. The 
market price is the actual price for which a 
commodity is commonly sold ; whilst the natural 
price is that which is exactly sufficient to pay 
the rent,* wages, and profits employed in raising 
and preparing the commodity, and in bringing 
it to market. 

The market price, according to this theory, 
is regulated by the proportion between the quan- 
tity brought to market and the demand of those 
who are willing to give the natural price. When 
the supply falls short of the demand, all those 
who are willing to give the natural price can- 
not be supplied; a competition begins among 

* Rent, as we shall afterwards see, never enters into or 
influences price. 

C 
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BOOK I. the demanders, and the market price rises above 
the natural price. And, on the other hand, 
when the supply exceeds the demand, the whole 
quantity cannot be sold to those who are will- 
ing to give the natural price, a competition be- 
gins among the seUers, and the market price falls 
below the natural price. In this way the sup- 
ply naturally suits itself to the demand. 

When, by an excess of supply, the market 
price of a commodity falls below the natural 
price, the trade in that commodity becomes im- 
profitable ; a part of the supply is withdrawn, 
and the market price again rises to the natural 
price. When, on the contrary, through a di- 
minished supply, the market price of a commo- 
dity exceeds the natural price, the trade in that 
commodity is more than usually profitable, ad- 
ditions are made to the supply, and the market 
and natural price again coincide. 

" The natural price, therefore," says Adam 
Smith, "is, as it were, the central price to 
which the prices of aU commodities are conti- 
nually gravitating. Different accidents may 
sometimes keep them suspended a good deal 
above it, and sometimes force them down even 
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somewhat below it. But whatever may be the chap. vn. 
obstacles which hinder them from settJing in 
this centre of repose and continuance, they axe 
constantly tending towards it." * 

The theory of which we have here given a brief 
account, or rather the practical application of 
that theory to the observed phenomena of trade 
and prices, is not unattended with difficulty. At 
present we have nothing to do with the com- 
ponent parts of the natural price of commodi- 
ties, and this, therefore, is not the place to notice 
the objection which has been justly made by 
more recent authors to Adam Smith's including 
rent as one of the elements of price. Our sole 
concern at present is with his account of the 
mode in which the market price is adjusted to the 
nataral price. 

One great difficulty which attends Adam 
Smith's theory arises from his not defining the 
term demand^ — ^a term which it is perhaps im- 
possible to define with strict accuracy. Prices 
are said to be raised or depressed by adjusting 
the quantity to " the demand of those who are 

* Wealth of Nations, book i. ch, vii. 
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BOOK I. willing to pay the natural price of the commo- 
dity." This gives us no clear or definite idea 
of one, and perhaps the more important, of the 
two elements of the adjustment. And we must 
therefore attempt to carry the analysis farther, 
in order if possible to discover what demand 
really is, and what are the laws which regulate 
its extent and intensity.* 

* M. Say explains this subject more fully and intelligibly 
than our own illustrious coimtryman, though his doctrine, 
'' que c'est la production qui ouvre des debouchis aux pro^ 
duits" has at first sight somewhat the air of a paradox. I 
quote the two following passages from Say's chapter, Des 
Dibouchis : — 

'^ It is worth while to remark, that a product is no sooner 
created, than it, from that instant, affords a market for other 
products to the full extent of its own value. When the pro- 
ducer has put the finishing hand to his product, he is most 
anxious to sell it immediately, lest its value should vanish in 
his hands. Nor is he less anxious to dispose of the money 
he may get for it; for the value of money is also perishable. 
But the only way of getting rid of money is in the purchase 
of some product or other. Thus, the mere circumstance of 
the creation of one product immediately opens a i^entfor other 
products^ 

'' Should a producer imagine that many other classes, 
yielding no material products, are his customers and con- 
sumers equally with the classes that raised themselves a 
product of their own ; as, for example, public functionaries, 
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Demand has been said to be " the will to chap, yxl 



purchase combined with the means of purchas- 
ing," • and is represented as being limited " by 
the numbers, wants, and means of the demand- 
ers."f This account of demand does not make 
the meaning of the term clearer. To say that 
a conmiodity is calculated, in a greater or less 

physicians, lawyers, churchmen, &c. ; and thence infer that 
there is a class of demand other than that of the actual pro- 
ducers, he would but expose the shallowness and superfi- 
ciality of his ideas. A priest goes to a shop to buy a gown 
or a surplice ; he takes the value that is to make the purchase 
in the form of money. Whence had he that money? From 
some tax-gatherer, who has taken it from a tax-payer. But 
whence did this latter deriye it? From the value he has 
himself produced. This value, first produced by the tax- 
payer, and afterwards turned into money, and given to the 
priest for his salary, has enabled him to make the purchase. 
The priest stands in the place of the producer, who might 
himself have laid out the value of his product on his own 
account in the purchase, perhaps not of a gown or surplice, 
but of some other more serviceable product The consump- 
tion of the particular product, the gown or surplice, has but 
supplanted that of some other product It is quite impoi- 
sibU that the puirchase of one product can he effected other" 
wise than by the value of anotherJ* — Saj^s Political Economy ^ 
book i. ch« XV. 

* Malthus' Principles of Political Economy, 2d Edition, 
p. 63. 

+ Ibid. p. 64. 
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^^^' degree, to meet the wants and wishes of those 
who have " the will to purchase combined with 
the means of purchasing," or that it is more or 
less adequate to the '^ numbers, wants, and 
means of the demanders," is not a whit more 
intelligible than merely to say that it is more or 
less in demand. We have more words, but no 
real accession to our knowledge, and are as ig- 
norant as ever how far the value of all commo- 
dities, or of any one commodity, is affected by 
the numbers, how far by the wants, and how far 
by the wealth and riches of the purchasers. 

Another difficulty attends Adam Smith's 
theory of demand and supply. The fact upon 
which that theory is founded is indisputable^ 
namely, that price is regulated by relative qtum- 
tity ; but it is not easy to discover how, practi- 
cally^ the quantity of each commodity can be so 
limited and adjusted to the demand as to produce 
the natural price, and no more. We seldom 
hear of such artificial adjustments being success, 
fully effected. And any one who considers how 
many commodities, both of foreign and domestic 
production, are every year, or rather every 
month, every day, and every hour, demanded 
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for the subsistence, the comfort, the enjoyment, chap. vn. 
and luxury of the people of this or any other 
great country; how much is spent in the pur- 
chase of dress, furniture, equipage, plate, and 
the other infinitely varied articles of taste, orna- 
ment, and splendour which we see exhibited in 
the shops and markets of our great towns ; how 
capricious are the tastes of the purchasers ; how 
wanton and frequent the changes of fashion, and 
yet with what precision and regularity the sup- 
ply is accommodated to the demand, the market 
neither overstocked nor understocked, and the 
price in almost every department kept at its 
proper level,— any one who considers this will 
probably see reason to doubt how far it is pos- 
sible for our manufacturers, merchants, and agri- 
culturists, with all their acknowledged skill and 
intelligence, and with aU the shiftings of em- 
ployment and transferences of capital which the 
theory we are considering supposes and requires, 
so to adjust the supply of their respective pro- 
ducts to the demand which from time to time 
may exist for these products, that the market 
price of each commodity shall coincide with the 
natural price, and be equal, and no more than 
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BOOK I. equal, to the cost of production, including the 
common and ordinary rate of profits. 

In order to account for all this, it is necessary 
to have recourse to another principle, which, 
although perfectly understood in practice, haa 
hitherto been little noticed by speculative writers 
on trade. • 



CHAPTER VIIL 

An attempt to remove these difficulties. Price re- 
gulates consumption. This ittustrated in the 
case of commodities produced under a monopoly 
and in departments where competition does not 
freely operate. 

Suppose a manufactuFer to be in possession of a chap. vm. 
secret for dyeing cloth of a particular colour. 
The cost of the dye-stuff we may suppose to be 
trifling ; but while the manufacturer keeps his 
secret, he has a strict monopoly, and conse- 
quently cannot be undersold by any competi- 
tor. There is nothing, therefore, to hinder his 
fixing his own price for his commodity. He 
accordingly names his price, and refuses to sell 
his cloth under that price. 

By this means the manufacturer will very 
soon discover how great or how small a quan- 
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BOOK I. tity of his commodity he can sell at this price 
in a given time. If the price fixed be high, he 
will probably sell but little, and although the 
rate of his profits may be exorbitant, he will soon 
find that his gains on the whole will be greater 
by reducing his price and enlarging his trade. 

Should he find that his returns go on increas- 
ing, he will go on reducing his price and ex- 
tending his sales tiU his profits are only a little 
higher than the ordinary or average rate in other 
departments of production. At that point he 
will stop. 

By successive reductions of the price, he has 
fairly tested the extent and intensity of the de- 
mand. He will therefore reduce his price no 
farther, and the supply of his commodity will 
be no farther enlarged. At every stage of this 
experimental process, the producer is enabled to 
discover with exactness what quantity of his 
commodity he must manufacture and bring to 
market in a given time, to be disposed of at the 
price and with the profit he wishes to obtain. 
He discovers what quantity is sufficient to meet 
the demand of those who are willing to pay the 
price he has fixed for his monopolized commodity. 
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The same principle will be found to operate chap. vm. 
in other departments. That the number of let- 
ters transmitted by post is augmented by every 
successive reduction of postage; that the number 
of passengers who travel by a railway goes on in- 
creasing with every successive reduction of fores; 
that J, ,«..ti„^f g» ooosuMed in «.y «™ 
is increased by successive reductions of its price; 
that the amount of a banker's issues are in- 
creased by reducing the rate of interest charged 
upon bills ; and that the consumption of taxed 
commodities is augmented by every reduction 
of duty, are results which fall under our daily 
experience. And the important principle to be 
extracted from these results is this, that the 
larger or smaller quantity of any commodity 
brought to market will not more certainly regu- 
late and fix its price at that time and place, 
than the price of the commodity, whether high 
or low, if maintained for a certain time, wiU re- 
gulate and fix the quantity which can be sold 
in that time. Quantity regulates price; but 
price in its turn may abo be made to regulate 
quantity. 



CHAPTER IX. 

The same prmdple operates, to a certain extent, in 
ihs COM of freely prod^ amwM^, ander^ 
ables the producer to adjust the supply to the de- 
mand. 

BOOK I. To illustrate this, suppose that a manufacturer, 
when common and average profits are at ten 
per cent, employs L.IOOO in the production of 
Aafe, and that for this sum he can produce 1100 
hats. It is obvious that he cannot afford to sell 
these hats for less than L.l each, making the 
return on the whole L.1100, viz. L.1000 to re- 
place his capital, with L.lOO, or ten per cent., 
profits. 

According to the theory of Adam Smith, it 
would seem that this hat-maker and aU other 
hat-makers must endeavour as they best can so 
to limit and adjust, not only the total number 
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of hats manufactured, but the number of each chap, ix, 
kind to the tastes and means, the wants and 
riches of thedemanders, that the price of each 
hat shall amount to exactly L.1, leaving all de- 
viations from this the natural price to be cor- 
rected by some of the manufacturers withdraw- 
ing from the trade, or withdrawing capital from 
it, when, by reason of excessive supply, the price 
sinks below L.1, and by others entering into this 
trade, or embarking additional capital in it, 
when, through a deficient supply, the price rises 
above L.I. But it seems impossible that the 
price could be adjusted, or, if adjusted, that a 
deviation of the market from the natural price 
could be corrected, with any degree of exact- 
ness, in the mode here indicated. On the other 
hand, the manufacturer, by maintaining the na- 
tural price, that is, by refusing to part with his 
hats for less than L. 1 a-piece, is enabled to dis- 
cover how many he can dispose of at this price 
in a certain time^ and to regulate the rate of his 
production accordingly. 

When the market price of a commodity is 
above the natural price, competition will in- 
stantly reduce the price, and the reduction of 
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BOOK I. price will enlarge the consumption, and make 
room for an additional supply, as effectually as 
an enlargement of supply would lower the price ; 
while, on the contrary, an elevation of the price 
will as effectually limit consumption and check 
the supply as an abridgment of the supply would 
raise the price. It is thics apparently that com- 
petition operates in most instances, and espe- 
cially in the case of manufactured products, the 
supply of which may be enlarged almost inde- 
finitely. Demand and supply are in all cases 
tfie agents in the ultimate regulation of price and 
value, and it wiU presently be seen that, when 
the market is once overstocked, natural prices 
cannot be maintained ; but it seems impossible 
that the market should ever be otherwise than 
overstocked or understocked were there no gauge 
by which to test the extent and intensity of the 
demand. Were there no index, no guide, such 
as we have endeavoured to describe, trade would 
be nothing better than a series of uncertain ex- 
periments, and, after all, no possible exertion of 
human ingenuity could so exactiy adjust pro- 
duction to consumption, supply to demand, as 
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that the resulting price should be equal, and no chap. ix. 
more than equal, to cost and profits. 

But, it may be asked, if supply be adjusted to 
the demand in the mode which has just been 
described; if the producer, and not the con- 
sumer, has the power to fix the price, why should 
the market ever be glutted with commodities ? 
Why should there ever be a bankruptcy ? And 
above all, why should we ever hear of conmio- 
dities being sold under their cost price? To 
answer these questions satisfactorily, it is only 
necessary to extend a Kttle farther the illustra- 
tion we have adopted. 

In the instance we have supposed, the manu< 
facturer, by maintaining his price, cannot, we 
assume, dispose of more than 1100 hats in one 
year. Had the price of each been ten shillings 
instead of one pound, he .might probably, from 
the more enlarged demand, have disposed of the 
same number in six months, or perhaps in three ; 
or had the price of each been two pounds, it 
might possibly have taken eighteen months, or 
perhaps two years, to dispose of 1100. By hy- 
pothesis, the price is one pound, and the period 
one year. 
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BOOK L But we shall suppose that instead of having 
the L.1000 capital of his own, the manufacturer 
borrows it, and has to repay it at the end of six 
months. This obliges him to force his goods 
into the market ; and instead of price being the 
regulator of quantity, quantity now becomes the 
arbiter of price. His stock is sold for whatever 
it wiU bring ; and the price which it does bring 
is very likely insufficient to pay either cost or 
profit. 

Here, then, we have an answer to the ques- 
tions of the supposed objector. We have a glut 
in consequence of double the quantity of goods 
being forced into the market within the six 
months — ^we have these goods sold below their 
cost price — ^and we have the consequent bank- 
ruptcy of the manufacturer. 



CHAPTER X. 

Thai demand is in ail cases limited^ is proved by 
the fact that prices and pro/its^ if above the 
average in certain departments^ may he brought 
dawn to the common level by transferring capi^ 
tal to such departments and enlarging the supply. 

Whatever theory we adopt, and whatever de- chap. x. 

mand be in itself, one thing is sufficiently obvious, 

that demand, in every country, and in all states 
of the market, is limited^ or what comes to the 
same thing, is less flexible, less capable of ex- 
pansion than supply. 

According to Adam Smith's theory, if a ma- 
nufacturer should seU his goods at a price more 
than sufficient to replace his capital with the 
ordinary profits, additional capital will be at- 
tracted to that department of production, and 
this additional capital, by increasing the supply^ 

D 
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BOOK I. wiU bring down prices and profits to their aver- 
age level. 

But this very fact proves that demand is limited. 
Did demand and supply expand together, and 
in the same proportion, no augmentation of sup- 
ply cauM depress prices; for observe haw the 
increase of supply operates to depress prices. 
The enlargement of supply, when unaccompanied 
with a corresponding extension of demand^ alters the 
ratio between supply and demand ; and it is this 
alteration of the ratio which is the proximate and 
efficient cause of the price being lowered If 
demand were to expand with every enlargement 
of supply, the ratio vxndd not be altered, and the 
additional quantity produced would be instantly 
absorbed at the former price; but demand is 
limited, and it is the action of an increasing sup- 
ply upon an unyielding or less yielding demand, 
which, on Adam Smith's principles, specifically 
causes the reduction of price. 

The effect produced by a higher or lower 
price, if sustained, in contracting or enlarging 
the consumption, and diminishing or increas- 
ing the sale of commodities, is an important 
index for the guidance of the producer in ad- 
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justmg the supply of his goods to the wants of chap, x, 
consumers ; but it is uothing more than an in- 
dex- Demand is limited ; and if the supply of 
commodities be recklessly increased, profits and 
prices must give way, whether the producer 
trades on his own or on borrowed capital. ITo 
continue our former illustration, if we suppose 
the number of hats which can be disposed of in 
one year, with the common and average profits, 
to be 1100 ; and that the manufacturer, instead 
of confining himself to this number, produces 
double the quantity, 2200, or as much as can 
be disposed of in two years, — ^then, as a biennial 
return of 10 per cent, on L.2000 is no greater 
than an annual return of 10 per cent, on L.1000, 
or rather is not so great, — ^the producer, when 
he finds that the market is overstocked, will 
content himself with a lower profit, in order to 
reduce the stock of goods which he has on hand. 
The hat-maker wiU sell 1100 hats for, perhaps, 
L.1050 instead of L.1100, in order that he may 
rid himself of a part of the surplus stock, which 
must otherwise lie dormant and unproductive. But 
as a commodity (of equal goodness) cannot have 
two prices in the same market at the same time, 
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BOOK !• what one manufacturer does, every other manu- 
facturer must do, or his stock wiU remain un- 
sold; and the loss by the delay of his return 
may be as great as by a partial reduction of the 
price. Quantity, therefore, is always the ulti- 
mate regulator of value. 

When the cost of producing a commodity is 
increased, a longer period is required for the dis- 
po«l of a giv^qZ^ of tL commodity. 

Were the cost of producing hats (to return 
once more to the example already given) raised 
to L.2 each, and the manufacturer to make the 
same number as before, or 1100, it may be said 
that there is here no alteration of quantity ; for 
1100 hats were produced before, and 1100 are 
still produced; aU the difference, it may be 
thought, lies in this, that the manufacturer 
now stands out for a higher price, and will not 
part with his "hats for less than L.2 a-piece. 

But a little reflection will convince us that 
this elevation of the price has indeed caused a 
limitation of the quantity, for although the same 
number of hats be produced^ it is certain that 
the same number cannot be sold at the advanced 
pricej in the same time. Probably the hat-maker 
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cannot sell his 1100 hats, at this advanced price, chap. x. 
in a shorter period than two years.; and if so, it 
is sufficiently evident that the quantity of the 
commodity has virtually been diminished by one- 
half, just as the cost of production has been en- 
hanced by one-half; and production will thence- 
forth be limited to this diminished quantity. 

By demanding double the former price, and 
refusing to seU the commodity cheaper, the ma- 
nufacturer takes the most effectual, and indeed 
the only means of proportioning the supply to 
the demand. 

Again, take the converse case, and suppose 
the cost of production,' including profits, to be 
reduced to 10s. for each hat, and that no more 
than the former number of 1100 are brought to 
market. The alteration of price here causes an 
augmentation of quantity ; for although the same 
number be produced, that number can probably 
be sold at the reduced price in six months. It 
is quite evident, therefore, that the quantity of 
the commodity is, by the accelerated sale, vir- 
tually increased by one-half, at the same time 
that the cost of production has been diminished 
by one-half, and after this change production 
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BOOK I. will be extended to the enlarged demand Here 
the manufacturer, by limiting his price to one- 
half of what he formerly charged, and fireely 
parting with his commodity at the reduced price, 
adopts the same effectual method of proportion- 
ing the supply to the demand. 



CHAPTER XL 

Causes and consequences of a general glut de- 
scribed — stagnation of trade — mercantile revul- 

. sion — revival of trade^ its causes and conse- 
quences. 

It must never be forgotten that while there are chap. xi. 
limits to the vent or demand for commodities, 
there are scarcely any limits to the productive 
powers of human akdU aiid industxy, aided by 
capital and machinery, in the various depart- 
ments of manufactures. 

Were the quantity of ail commodities increased 
simultaneously, and in just proportion, their 
relative values, each to each, might be main- 
tained. But labour and the products of agri- 
culture cannot be increased in the same ratio 
or with the same facility as the products oif ma- 
nufacturing industry. Hence, as regards the 
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BOOK I. latter products, the tendency of the market is 
always to become overstocked. Merchants and 
dealers in every department struggle to keep the 
market-price on a par with the natural price; 
and while they continue to do so their sales are 
necessarily limited. Manufacturers for a while 
continue their usual rate of production. Sales 
get heavy, and commodities continue to accu- 
mulate, till the .growing symptoms of a glut or 
stagnation of trade begin to appear. The usual 
expedients of " half time," and a reduction of 
wages, are now tried by the manufacturers, but 
without producing any sensible effect upon 
prices, for generally, under such circumstances, 
years would be required to clear the market of 
the existing stock through the naturaJ vent; that 
is, by sales at the natural or " remunerating " 
price. Those who have been trading on bor- 
rowed capital, whether merchants or manufac- 
turers, are in the mean time called upon to fulfil 
their engagements, and there is a growing ne- 
cessity for available funds to meet the demands 
of creditors, who become every day more urgent. 
Under this pressure prices give way ; those who 
stand out for the natural price can effect no 



OF VALUE. 57 

sales — trade almost stands still, and the ominous chap. xi. 
mutterings of a commercial storm begin to be 
beard — ^feilures become rife, house after house 
is struck down, and at length there is a general 
crash — " bankrupt stocks" are sold off at " half 
price," or at any price^ without reference either 
to cost or profits, and this scene of ruin con- 
tinues till the mercantile hurricane has fairly 
cleared the market of the mass of accumulated 
commodities. Mills, ships, workshops, forges, 
now get slowly into operation again — demand 
returns, natural prices are restored — ^and trade, 
once more revived, goes on briskly and healthily 
as before. 

The reverse of all this takes place when 
the market is understocked ; trade goes on with 
energy — demand becomes more intense — ^manu- 
fikcturers have orders for more work than they 
can overtake within the time allowed them — 
their machinery is in motion night and day — 
producers and dealers now raise their prices some- 
what above the natural price — ^for so brisk is 
the demand that the vent for their commodities 
will bear contraction — and this cheering work 
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BOOK L goes on till individuals, tempted by the higher 
profits, transfer additional capital to those thriv- 
ing emplo3niient8, and bring the market price 
again to a par with the natural price. 



CHAPTER XII. 

Com, or the food of the people, a commodity sui 
generis — Laws by which its value is regulated. 

Corn (by which, both here and elsewhere, chap. xn. 

we must be understood to mean whatever in 

any country constitutes the ordinary food of 
the great body of the people) must be regarded as 
a commodity mn generis. Its price is governed 
partly by the same laws which regulate the 
price of other commodities, and partly by laws 
^f its own, which demand a separate considera- 
tion. 

1. Taking periods long enough to allow of 
Jthe ftdl action and development of the great 
prindple (to be afterwards noticed) which 
regulates the increase and decrease of popula- 
tion, com has this remarkable peculiarity, that 
it creates a market for itself; i e. the supply 
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BOOK I. of com, like the supply of other commodities, 
accommodates itself to the demand, or if it 
do notj the demand, unlike what takes place 
with reference to any other commodity, accom- 
modates itself to the supply — both are flexible. 
No contimied overstocking of the market with 
corn can permanently lower its value, for the 
demand expands with the expansion of the 
supply. No continued understocking of the 
market can permanently elevate its value, for 
with the contraction of supply there is a cor- 
responding contraction of demand. Hence no 
transference of capital to agriculture, or, if 
food be imported from abroad, to that depart- 
ment of foreign trade which furnishes the supply 
of food, can depress, and no withdrawal of 
capital from agriculture can elevate, otherwise 
than temporarily, the rate of profits in that 
department, — ^the rate of profits in agriculture 
being not only self-regulated, but regulating 
average profits in other departments of produc- 
tion. All this we shall endeavour to demon- 
strate in the Third Book, when we come to 
analyze the component parts of natural price. 
2. Within shorter periods than are required 
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for these effects upon population, and during chap. xn. 
which demand may be considered, in mathe- 
matical language, a given quantity^ or at least 
as less flexible than supply, the price of com, 
like the price of every thing else, depends 
upon the proportion between the supply and 
the demand — ^its value is regulated by its rela- 
tive quantity. An abundant harvest is followed 
by low prices, and a scanty crop by high 
prices. 

3. Within the year^ the price of com is made 
to regulate the quantity sold and consumed. 
This is well described by Adam Smith in the fol- 
lowing passage from " The Wealth of Nations" 
— ^the only one in that great work which dis- 
tinctly recognises the principle we have endea- 
voured to elucidate in the last three chapters: 
— " The interest of the inland dealer," saj^ Dr 
Smith, " and that of the great body of the people, 
how opposite soever they may at first sight appear, 
are, even in years of the greatest scarcity, exactly 
the same. It is his interest to raise the price 
of his com as high as the real scarcity of 
the season requires, and it can never be his 
interest to raise it higher. By raising Ike price 
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BOOK I. he discourages the amsumptum^ and puts every 
body more or less, but particularly the inferior 
ranks of people, upon thrift and good manage- 
ment. If, by raising it too high, he discourages 
the consumption so much that the supply of 
the season is likely to go beyond the consump- 
tion of the season, and to last for some time 
after the next crop begins to come in, he runs 
the hazard not only of losing a considerable 
part of his com by natural causes, but of 
being obliged to sell what remains of it for 
much less than what he might have had for 
it several months before. If, by not raising 
the price high enough, he discourages the con- 
sumption so little that the supply of the season 
is likely to fall short of the consumption of 
the season, he not only loses a part of the 
profit which he might otherwise have made, 
but he exposes the people to sufier before the 
end of the season, instead of the hardships of a 
dearth, the dreadful horrors of a famine. It is 
the interest of the people that their daily, weekly, 
and monthly consimiption should be propor- 
tioned as exactly as possible to the supply of 
the season. The interest of the inland corn- 
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dealer is the same. By supplying them, as chap. xn. 

nearly as he can judge, in this proportion, he 

is likely to sell all his com for the highest 
price, and with the greatest profit; and his 
knowledge of the state of the crop, and of 
his daily, weekly, and monthly sales, enables 
him to judge with more or less accuracy how 
far they really are supplied in this manner. 
Without intending the interest of the people, 
he is necessarily led, by a regard to his own 
interest, to treat them, even in years of scarcity, 
pretty much in the same manner as the prudent ' 
master of a vessel is sometimes obliged to treat 
his crew. When he foresees that provisions are 
likely to run short, he puts them upon short 
allowance."* 

* I cannot forbear to add Mr Buchanan's admirable note 
upon this striking passage : — ^^ Those who still imagine that 
com is artificially raised in price, would do well to consider, 
that as the supply of provisions is liable to great variations, 
there must be some provision in the economy of nature 
for making a smaller supply last as long as a larger supply ; 
that there is no way of thus regulating the consumption hut by 
the pricCy and that it is accordingly in reference to this great 
object that the price is invariably fixed. It neither can be 
lowered nor increased, but for the sake of more exactly 
suiting the daily and weekly waste to the supply of the 
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BOOK I. year. If we suppose, for > example, that the supply faUs 

in one year one-twelfth below the level of an average crop 

(which we know frequently happens), it would, if consump- 
tion were to go on at the ordinary rate, be consumed in 
the course of eleven months, leaving the last month wholly 
unprovided for. But this we know never happens, and it is 
only prevented by a rise of price, which measures the con- 
sumption by the deficiency of the crop; and whether, 
therefore, there is an abundant, middling, or scarce crop, a 
suitable allowance is sure to be measured out to the con- 
sumer, by a low, a middling, or a high price. The corn- 
dealer, indeed, thinks nothing about all this ; his object is to 
sell his commodity at the highest price ; and in a scarcity he 
takes his full advantage ; but while he is thinking only of 
himself — ^while he is only playing his own paltry game, he 
is a mere instrument in the hands of Him who brings good 
out of evil, and who turns the little passions of man to the 
purposes of his own benevolence and wisdom. There is 
really nothing in nature more wonderful than that great law 
of society by which subsistence is measured out in due 
proportion to the supply of the year ; and the more deeply it 
is considered, the more worthy will it appear of profound and 
rational admiration." — Smithes Wealth of NaUons, with Notes 
and an additumdl Vol, by David Buchanan, 2d edition, 
vol. ii. p. 804. 
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CHAPTER L 

The value of labour is governed by the same laws 
which refftdate the value of other sheets of ex- 
change. 

Although all exchangeable commodities are^ chap.i. 

directly or indirectly, immediately or mediately, 

the produce of labour, yet trade regards labour 
itself simply as a subject of traffic and exchange, 
a thing to be sold and bought in the market^ — 
a ccmfaodilyy*—<m!^ indeed, of primary import- 

* Lawyers make a diatinctioii between earpwrsal and 
incorporM hereditamento— between landi or momy^ for 
example, and an offiM or frcmchise. This distinction is quite 
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BOOK II. ance, compared with which all others dwindle 
into insignificance ; but still a commodity which 

as applicable to subjects of value as to subjects of right ; for 
if wealth is power, power of certain kinds is also wealth. 
Labour is the exertion of power. It is incorporeal, but it is 
capable of being nteasnred. It may be sold for money, or 
exchanged for commodities, which are corporeal equivalents, 
or for labour, or the exertion of the same species of power in 
other departments of industry, which is an incorporeal equi- 
valent If it be objected that this is a degrading view of 
the subject, I can only answer, that for the purposes of 
science it is of no importance whatever whether it be de- 
grading or elevating ; the only question is, whether it be true. 
But in truth this is not a degrading view of human labour 
and exertion, whether mental or physical ; for no rational 
creature can justly feel degraded from the consideration, that, 
how humble soever may have been the circumstances of his 
birth, the same beneficent Being who sent him into the world 
with a sound mind in a sound body, endowed him also with 
a portion of tceaUhy and of a kind which cannot be depre- 
ciated, — natural wealth, original and indestructible, of which 
all other earthly goods are nothing else than compounds or 
results. 

This view of the subject, too, happily puts an end to the 
controversy about productive and unproductive labour, — a 
dispute rather about words than things. To maJce a musical 
instrument is productive, to play upon it, unproductive labour. 
The man who builds a church is a productive, the clergy- 
man who uses that church for the celebration of divine service 
an unproductive labourer. The physician who heals labours 
unproductively ; the butcher who kills labours productively. 
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varies in quantity and fluctuates in price, and chap. i. 
the value of which, consequently, is governed 
by the very same laws which regulate the value 
of those commodities which are the products of 
labour. A day's or a year's labour has its price, 
just as an ounce of silver or a bushel of com 
has its price ; and that price, in the one case as 
in the other, depends on the proportion between - 
the supply and the demand 

In fertile and newly peopled countries, com 
is cheap^ and lahouvy on the other hand, so dear 
that menials will scarce bear to be called ser- 
vants. Why is this ? Plainly because in such 
countries grain is abundant and men are scarce^ 
in proportion to the demand. 

In old countries^ on the other hand, countries 
which have more nearly reached the limits of 
cultivation, com is dear^ while labour is so cheap 
that mechanics run about the streets begging 
for employment, and servants submit without 

These are specimens. Now all such unmeaDing distinctions 
are swept away, and this unprofitable controversy settled at 
once, by regarding labour simply as a thing which is houglu^ 
soldf and exchanged ;— a thing which has vaUiej whether 
brought to market per se, or realized and worked up in an- 
other commodity. 
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BOOK n. rejHning to the hardest work. Again, why is 
this ? Plainly for the directly opposite reason 
that, in countries so situated, gram is s^airce and 
labourers are abundant^ compared with the de- 
mand. 



CHAPTER 11. 

Laibwry though a primary ingredzent of cost, is net 
the foundation of Ae eafchangeabk vaiua of com^ 
moditiesy and is not better fiUsd to be a measure 
of vahie tham other subjects of exdumge. Be- 
murks on Mr Ricardo's theory of value. 

Adam Smith has falleii into a great error in chap. n. 
adopting loinmr as the sole msasure of value; and 
Mr Bicardo, who has ably pointed out this error, 
has himself conunitted one as great^ or greater, 
in representing labour as ^^ the foundation of the 
exchangeable value of all things, excepting those 
which cazinot be increased by hunmn industry/' 
Were there any commodity, or dass of com- 
SBtodities, the cost of producing which could be 
resolved exdusively into human labour or its 
price, and did not include profits^ Mr Ricardo's 
theory would hold good with reference to such 
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BOOK n. commodities ; but with regard even to these, it 
will hold good only so long as a sustained price 
is made the instrument of regulating supply. 
The moment the market is allowed to become 
overstocked with such commodities, quantity 
(as we have seen) becomes the sole arbiter of 
price, demand and supply operate freely and 
without control, and labour is as littie regarded 
as any other ingredient of cost. 

Labour, it cannot be too often repeated, is 
nothing but a subject of sale and merchandise— 
a commodity liable to variations of quantity, and 
consequent fluctuations of price. And as it is 
not a measure, so neither is it a constituent of 
value, in any other sense than that in which any 
commodity subject to similar variations and fluc- 
tuations, and entering into price as an ingredient 
of cost, may be said to be a measure or consti- 
tuent of value. 

Labour, no doubt, is one primary ingredient 
in the cost of producing every commodity, for 
nothing can be brought to market without 
labour ; and the quantity of every commodity 
into which this ingredient enters must be so re- 
gulated that the supply of such cormnodiiy shall 
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bear a less proportion to the demand for it than chap. n. 
the supply of labour bears to the demand for 
labour. The difference between the price or value 

of the commodity, and the price or value of the 

• 

labour worked up in it (if the sole ingredient of 
cost), constitutes the distinct element of PBOirrs. 
It is the difficulty, or rather the impossibility, 
of accounting for this surplus on Mr Ricardo's 
principles, which upsets the theory upon which 
his whole system of political economy is found- 
ed ; and the numerous exceptions * and modi- 
fications with which this theory is guarded 
would render it of little practical value, even if 
true ; for it must be plain to every one, on the 
most cursory perusal of Mr Ricardo's work, that 
his exceptum comprehend a fer greater number 
of commodities, and these of infinitely greater 
magnitude and importance, than those embraced 
by his rule. 

* See Note (A) at the end of the volume. 



CHAPTER III. 

TTis value of a cormnod^ which is the immediate 
prodvct of human labour may be greater or less 
than the value of the labour of which it is Ae, 
product. 

BOOK n. Suppose that when the average price (or wages) 
of a day's labour amounts to 2s. 6d., a labourer, 
instead of selling his day's labour, i e. instead of 
«oh«,ging Z «.ol of UW fo. Money, 
goes out to the highway, or the nearest conunon, 
cuts a few twigs, and devotes his day's work to 
the conversion of these twigs into a basket. 

This basket, according as there happens to be a 
greater or less supply of baskets in the market, 
he may seU for 2s., Is. 6d., or any less sum than 
2s. 6d. ; or he may sell it for 3s., 5s., or a greater 
sum than 2s. 6d. The value of the basket is de- 
termined by the proportion which the supply of 
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baskets bears to tlie demand for baskets. The value 
of the labour is determined by the proportion 
which the supply of labour bears to the demand 
for labour. Several observations here suggest 
themselves. 

Ist^ That the price of this commodity (the 
basket), if sold for mare than 2& 6d., is not the 
higher wages of more skilful labour, appears 
from hence, that whatever may be the amount of 
skill required for the formation of the basket^ 
the value of the basket will be less or greater 
according as the supply of baskets is greater or 
less compared with the demand. K the supply 
of baskets be increased, then, however skilful, 
arduous, or difficult the labour may be, the re- 
sult of the day's labour (i. e. the basket, the com- 
modity in which that labour is realized) may be 
sold for Is. 6d., while the labour itself if not 
worked up and realized in this commodity, 
would have fetehed 2s. 6d. If the supply of 
baskets, on the contrary, be diminished, the 
result of the day's labour, how little skill or dif- 
ficulty soever it may imply, may sell for Ss., 4s., 
or a greater sum. 

2dy In order to be convinced that the labour 



CHAP. in. 



76 PHILOSOPHY OF TRADE. 

BOOK n. realized in the basket is not the foundoJdon of the 
value of the basket (although the one be the 
direct and immediate product of the other), it is 
only necessary to consider that the primary com- 
modity (a day's labour) would have fetched 
2s. 6d., while the basket, as we have just seen, 
may be sold for less than that sum. A commodity 
which in the market is worth half-a-crown, can- 
not, in any intelligible sense, be said to be X^ 
fiywfidodion of the exchangeable value of anoOver 
commodity which in the market is worth only 
eighteen pence. 

Sdj But if the basket can be sold for 3s., 48., 
or 5s., more labour will be immediately devoted 
to the manufacture of baskets, and the increased 
supply will reduce the price to 2s. 6d. True, 
but then it is the increased supply of the commo- 
dity which reduces the value of the basket to a 
par with the value of a day's labour, — ^it is not 
the amount of labour " realized in the com- 
modity" which regulates its price, for the labour 
is the same, and its worth, estimated in money, 
or in any oth^ commodity, is the same, whether 
the basket, the product of that labour, be sold 
for a shilling or a crown. 



1 
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4thy The price (wages) of a day's labour may, chap. m. 
according as the supply of labour happens to be ^ 

less or greater in proportion to the demand, rise 
higher or sink lower than 2s. 6d. ; but this cir- 
cumstance will not affect the price of the basket 
(the product of a day's labour) unless the supply 
of baskets be enlarged or contracted. 

5thy It must be granted that the labour em- 
ployed is a measure of the value of the basket ; 
for if the basket be sold for 5s., it is worth two 
days' labour, though the produce of one ; if it 
be sold for Is. 3d., it is worth only half a day's 
labour, though the produce of a whole one. 

But this capacity for measuring value does not 
distinguish labour from other subjects of ex- 
change. The basket is as much a measure of 
the value of the day's labour of which it is the 
product^ as the day's labour is of the value of 
the basket. If the basket be sold for 5s., the 
value of the day's labour is only one-half that of . 
the product ; if the product be sold for Is. 3d., 
the value of the day's labour is dovble that of the 
product. Each commodity may be made a mea- 
sure of the value of the other, because no com- 



78 PHILOSOPHY OF TRADE. 

BOOK n. modity can rise or fiJl in value in relation to 
itsdf. 

6th^ When a commodily is of greater value 
in the market than the labour which produced 
it, the differeryce between these values constitutes 
the element of profits. But the value of the 
resulting commodity is as much a real, substantive^ 
independent value, as that of the ItAour which 
produced it, — ^it is created in the same manner, 
and is maintained^ mcreasedy or diminished by the 
sdfsame law of demand and supply. That the 
value of commodities which are the immediate 
products of labour does not generally exceed the 
value of the labour employed on tl^eir produc- 
tion hy m/ore than the common and ordinary 
rate of profits, is obviously caused by the pro- 
ducer so adjusting the supply of his commodity 
to the demand as to effect this result* The laws 
which regulate the natural rates of wages and 
profits will be afterwards fully considered 

7^ Labour may be called a primary ingredi- 
ent of cost, because all commodities are mediately 

* See Note (B) at the end of the volume. 
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or immediately the products of labour. Labour, (^haf. m. 

in other words, is the commodity by the agency 

and employment of which, directly or remotely, 
all other commodities are produced, — it comes 
first in ordeTj just as the production of the raw 
material of any manufacture comes before the 
production of the completed conmiodity; but 
its priority does not make labour the fimndaiion 
of the exchangeable value of the products of 
labour, any more than the priority of raw cotton 
makes it the foundation of the exchangeable 
value of cotton doth. The rismg or fidling value 
of the primary commodity is not the efficierU 
cause of a corresponding devation or depression 
of the value of another commodity produced 
fix>m it, — it is merely an index^ though a most 
important and indispensable index, to guide the 
producer in the application and management of 
the power by which the efEect is really produced, 
namdy, the adjustmmit of supply to demand. 

Sthj Another observation is, that there is no 
amvmodity ^^ the price of which is altogether the 
wages of labour" except labour itself. Adam 
Smith states that ^' in some parts of Scotland 
a few poor people make a trade of gathering 
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BOOK u. along the seashore those little variegated stones 
called Scotch pebbles. The price which is paid to 
them by the stone-cutter," he adds, " is altogether 
the wages of their labour, neither rent nor 
profit make any part of it." • 

Now, whether the pebbles gathered in a day, 
a week, or a month, would fetch a higher or 
lower price than a day, a week, or a month's 
labour, or would fetch exactly the same price, 
would depend altogether on the state of demand 
and supply. 

The value of the pebbles is determined by 
the proportion which the supply of pebbles 
bears to the demand for pebbles; while the 
value of the day, week, or month's labour em- 
ployed in gathering them is determined by 
the proportion between the supply of labour 
and the demand for labour. If the pebbles 
are sold for a greater price than the labour 
per se will fetch, the excess is profit^ but the 
whole price of the pebbles, profits included, 
is as truly a separate value^ an independent vxyrth^ 
as the price of the labour. 

* Wealth of Nations, book i. chap. vi. 
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9thy The last observation which I shall make chap. m. 
on this subject is, that there is no ground to 
conclude that "there can be no rise in the 
value of labour without a fall of profits,"* and 
" that the rate of profits can never be increased 
but by a fall in wages, "f To recur to our 
former illustration, the value of a day's labour 
realized in the manufacture of a basket was 
2s. 6d. ; if ordinary or average profits were 
at 10 per cent, the supply of baskets might 
be so proportioned to the demand that each 
should sell for 2s. 9d. ; if the value of a day's * 
labour rose to 3s. 4d., the supply might again 
be so adjusted that each basket should sell 
for 3s. 8d. ; the value of labour, therefore, might 
rise without a diminution of the rate of profits. 
Again, profits might rise to 20 per cent, a 
day's labour being still equal to 28. 6d., and 
the supply might be so proportioned that each 
basket should sell for 3s. In this case profits 
would rise, and wages would not falL Lastiy, 
the value of a day's labour might rise to 3s. 4d., 

* Ricardo on Political Economy and Taxation, 3d edition, 
p. 31. 
t Ibid., p. 137. 



^ 



82 PHILOSOPHT OF TRADE. 

BooKn. and profits to 20 per cent, and the supply, 
once more, might be so adjusted as that each 
basket should sell for 4s., in which last case 
wages and profits would rise simultaneously. 



CHAPTER IV. 

Of the relative value of labour ^ com, and gold. 

It has been already shown that the value of chap. iv. 
a determinate portion of an exchangeable com- 
modity A, estimated in another exchangeable 
commodity B, is less or greater according as 
the total supply of A is greater or less in 
proportion to the total supply of B. The value 
of labour, like that of every other subject of 
sale and exchange, is governed by this law. 

To illustrate this, let us suppose the relative 
quantities of the three commodities, labour, com, 
and gold in any coimtry to be such that eight 
ounces of pure gold will freely exchange in the 
market for one yearns work of a common agri- 
cultural labourer, or for eight quarters of wheat; 
in such circumstances, one year's labour, eight 
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BOOK II, quarters of wheat, and eight ounces of gold, are 
of equal value. 

Let the number of labourers now be tem- 
porarily* increased, the quantities of wheat and 
gold remaining unchanged, and one year's labour 
shall exchange for perhaps only seven quarters 
of wheat or seven ounces of gold. 

No change having taken place in the relative 
quantities of wheat and gold, wheat will still 
fetch the same money price. The value of 
labour, estunated in gold or in wheat, lias 
fallen ; gold and wheat, ' estimated in labour, 
have risen ; but gold, estimated in wheat, and 
wheat, estimated in gold, maintain their former 
value each to each. 

Again, increase the supply of wheat, the 
supply of labour and gold remaining as before, 
and similar effects, mutatis mutandis^ will be pro- 
duced. Wheat, estimated in gold or in labour, 
shall fall in value ; but the value of labour, 

* Nothing, as will be afterwards shown (chap, ix.), can 
permanently alter the ratio of population to food, but a 
change in the labourers* standard of enjoyment and habits 
of living. 
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estLmated in gold, and of gold, estimated in cjhap.iv. 
labour, shall undergo no change. 

Once more, increase the supply of gold — 
com and labour remaining as before — ^the money 
price of both com and labour wiU rise. One 
year's labour and eight quarters of wheat wUl 
now probably exchange for nine ounces of gold. 
Eight ounces of gold wiU not now command 
the same amount of labour or the same quantity 
of wheat as before — ^the value of gold has 
Mien in relation to com and labour. But 
the value of labour, estimated in wheat, and of 
wheat, estimated in labour, has suffered neither 
depression nor elevation — ^the money price of 
each has risen, but risen in equal proportion. 



CHAPTER V. 

A high or low money price of com is not t/ie 
cause of a high or law money price of labour^ 
nor J vice versa, is a high or low money price of 
labour the cause of a high or low money price 
of com: ffie contemporaneous elevation or de- 
pression of th^ money value of com andlabour is 
the effect of a cause which is common to both, 
namely y the combined and simultaneous decrease 
or increase of the supply of com and labour. 

BOOK n. Suppose the two commodities, com and labour, 
to have this peculiarity y that the supply of 
com cannot be increased or diminished (and 
continue so for a certain number of years) 
without being followed by a corresponding enlarge- 
ment or abridgment of the supply of labour^ or, 
which is the same thing, by a corresponding 
increase or diminution of the numbers of the 
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labouring population, it would follow, from chap. v. 
the principles already explained, that the money 
price of com and labour would rise and fall 
together^ or tend constantly to the same leveL 
This might be demonstrated as strictly as the 
mathematical proposition that '^ equal magnir 
tudes have ihe same ratio to the same Tnagnitude^ and 
the same has the same ratio to equal magnitudesJ" 

Increase the supply of com, its money price 
will be depressed, and continue so till mankind 
(in Paley's language) breed up to the enlarged 
means of subsistence; but the moment that 
this consequence actually results^ the money price 
of labour will also &11, and fall proportionally 
as low as the money price of com had pre- 
viously sunk. When the former ratio of popula- 
tion to food has thus been restored, the labourer 
wiU have the same command over the neces- 
saries of life as he had before, and, notwithstand- 
ing the fall of money prices, his condition, 
as respects his supply of food, will be neither 
better nor worse than it formerly was. 

Again, let the supply of com be diminished, 
its money price will rise; but as this abridg- 
ment of the supply of corn, if continued, Avill 
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BOOK n. eventually cause a corresponding reduction in 
the supply of labour, the money price of labour 
will continue to rise till com and labour regain 
their former proportion to each other, and till 
the money price of the one is again on a par 
with the money price of the other. 

In short, if an enlargement or abridgment 
of the supply of com be invariably followed, 
after a certain interval, by a corresponding 
increase or diminution of the supply of labour, 
no temporary alteration- of the ratio which 
usually obtains between these two commodities, 
and, of consequence, no elevation or depression 
of the money price of either, can take place 
without calling into action a principle which 
will eventually correct the deviation, by equaliz- 
ing the supply, and restoring the former pro- 
portion between the money price of the one 
and the money price of the other. 



CHAPTER VL 

The population of every country has a constant ten- 
dency to exceed the limits of its food — this ten- 
dency checked by the limited supply of food — an 
enlargement of that supply does not cause, ti ' 

merely permits, the increase of pcpidation. 

CoBN and labour actually are supplied under the chap. vi. 
peculiar conditions stated in the last chapter. 

Nature has provided for the indefinite increase 
of plants and animals ; but the prolific tendency 
of plants is checked by the limited extent of the 
fertile land of every country, and the fecundity 
of animals is repressed by the growing difficulty 
of obtaining supplies of food. 

The numbers of the human race, if permitted, 
would go on doubling every twenty-five years, or 
even in shorter periods. It is ah historical fact, 
that population has increased at this rate in 
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BOOK II. North America for nearly a century and a half; 
and were this rate of increase continued, it is 
obvious that, in not very many centuries, North 
America alone could furnish inhabitants suffi- 
cient to people not only the whole of our globe, 
but other worlds besides. Population increases 
in a geometrical ratio. 

Let us next consider at what rate the food 
which is requisite to maintain this population is 
produced. 

The extent of fertile land in every country is 
limited, but it may be much increased by in- 
dustry, capital, and agricultural skill. Suppose 
that by these means the produce of this or any 
other country could be doubled at the end of the 
first twenty-five years, it could scarcely be qtuz- 
drupled at the end of the next twenty-five years ; 
at all events, let the skill and industry of culti- 
vators be what they might, it could not yo on 
doubling ; for, if it did, at the end of only two 
centuries, the agricultural produce of Great Bri- 
tain must amount to two hundred and fifiysix 
times what it now is, a rate of increase not only ex- 
ceeding probability, but obviously much greater 
than what the nature of things renders possible. 
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Under the most fiEtvourable circumstances, food chap. vi. 
cannot be made to increase faster than in an 
arithmetical ratio.* 

What is the inference, then, to be deduced 
from these fEu^ts ? Clearly this, that population 
constantly tries to go beyond the means of sub- 
sistence, and is aa constantly checked, repressed, 
and kept down to the level of these mean8.f 

* See MalthuB* Essay on the Principle of Population, 
book i. ch. i., 6th edition. * 

f " In every conntry some of these checks are, with more 
or less force, in oonstant operation; yet, notwithstanding 
their general preyalenoe, there are few states in which there 
is not a constant eflbrt in the population to increase beyond 
the means of subsistence. This constant effort as constantly 
tends to subject the lower elasses of society to distress, and 
to prevent any great permanent melioration of their condi- 
tion. These effects, in the present state of society, seem to 
be produced in the following manner : — ^We will suppose the 
means of subsistence in any country just equal to the easy 
support of its mhabitants. The constant effort towards popu- 
lation, which is found to act even in the most vicious socie- 
ties, increases the number of people before the means of sub- 
sistence are increased. The food, therefore, which before 
supported eleven millions must now be divided among eleven 
millions and a half. The poor consequently must live much 
worse, and many of them be reduced to severe distress. The 
number of labourers also being above the proportion of woik 
in the market, the price of labour must tend to fall, while the 
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BOOK II. Double the food, as in America^ every twenty- 
five years, and population will double itself in 
the same time ; double the food, as in some of 
the countries of Europe, every eighty, ninety, or 
one hundred years, and mankind will multiply 
only at that diminished rate, ^^ The generative 
faculty,'' says Sir James Steuart, ^^ resembles a 
spring loaded with a weight, which always exerts 
itself in proportion to the diminution of resist- 
ance: When food has remained some time 



price of provisions would at the same time tend to rise. The 
labourer, therefore, must do more work to earn the same as 
he did before. During this season of distress, the discour- 
agements to marriage and the difficulty of rearing a fieunily 
are so great, that the progress of population is retarded. In 
the mean time, the cheapness of labour, the plenty of labour- 
ers, and the necessity of an increased industry among them, 
encourage cultivators to employ more labour upon their land, 
to turn up fresh soil, and to manure and improve more com- 
pletely what is already in tillage, till ultimately the means 
of subsistence may become in the same proportion to the po- 
pulation as. at the period from which we set out. The situa- 
tion of the labourer bemg then again tolerably comfortable, 
the restraints to population are in some degree loosened; 
and, after a short period, the same retrograde and progressive 
movements with respect to happiness are repeated/' — Mal- 
thus' Essay on the PrincipU of Populationj book i, ch. ii., 
6th edition. 
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without augmentation or diminution, generation chap. ti. 4 

will carry numbers as high as possible ; if then 
food come to be diminished, the spring is over- 
powered, the force of it becomes less than no- 
thing, inhabitants wiU diminish, at leaat in 
proportion to the overcharge. If, upon the 1 

other hand, food be increased, the spring will 
begin to exert itself in proportion as the resist- 
ance diminishes ; people will begin to be better 
fed ; they wiU multiply, and, in proportion as 
they increa^ in numbers, the food wiU become 
scarce again." * 



* Inquiry into the Principles of Political Economy, book i. 
ch. iii. 
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CHAPTER VII. 

A temporary enlargement or abridgment of the sup- 
ply of com instantly affects its money price^ but 
does not sensibly affect the money price of labour — 
the value of com is raised or depressed by the 
operation of two laws^ which are quite distinct^ 
bvt which act in harmony, 

^ooiLTL One good or bad harvest may, and probably 

does, produce a certain effect on the numbers of 

the population ; but the effect is not so great as 
sensibly to influence wages or the price of 
labour, — ^a longer time is required for the devel- 
opment of this effect. But a single good or bad 
harvest instantly and very perceptibly affects 
the price of com. 

Whatever alters the proportion between the 
supply and demand operates at once upon price. 
There are two laws by the combined operation 
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of which (as ahready partially explained) the chap. vu. 
price of com is regulated,— one the great law of 
demand and supply which regulates its average 
price during periods within which demand is 
unyielding, or less yielding than supply, — ^the 
other that law in virtue of wl^ch com, by in- 
fluencing the supply of labour, creates a market 
for itself and keeps wages, or the money price 
of labour, in a certain proportion to its own 
money price.* 

* M. Say, in an isolated passage, takes notice of this 
principle, but he seems not to have been aware of its vast 
importance, for he does not recur to it in any other part 
of his work. ^' There is this peculiarUy attending the 
products of agricultural industry ; viz. that their average 
price is not raised by growing scarcity, because popidation is 
sure to decline co^extensively with the declining supply of 
human (Uimmt ; so that the demand necessarily diminishes 
eguaUy vnih the supply. Thus, it is not found that wheat 
is dearer in those countries where great part of the land 
is thrown out of tillage, than where it is all in a high state 
of cultivation. In Spain, wheat is not now dearer than 
in the time of Ferdinand and Isabella, though it is there 
produced in much less abundance ; for the nu/niber of mouths 
to be fed is also much less. On the contrary, the lands 
of both England and France were less cultivated in the 
middle ages than* at the present day, and their product 
of grain less abundant ; yet it does not appear from a com- 
parison of other values, that it was then much dearer than 
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BOOK II. The joint and simultaneous action of these 
two economical laws gives rise to no clashing or 
discord, — ^the one is not at variance with the 
other, any more than the diurnal revolution of 

at present. The product and the popul<Uion were both 
greatly inferior; and the slackness of demand counter'^ 
balanced the slackness of supply," — Say's Political Economy^ 
book iii. chap, viii., note. 

The best or rather the only test of the soundness of 
a theory is its accordance with ascertained /octo. The view 
taken by M. Say in the note to his work just quoted receives 
singular confirmation from the following account given 
by Arthur Young of the actual prices of wheat in England 
during the 17th and 18th centuries. 

" From 1595 we have fortunately a regular register 
of wheat at Windsor; but as the measure there is nine 
gallons, and the price minuted that of the best wheat in 
the market, the sums are reduced two-ninths to bring them 
to the Winchester measure and average quality, until the 
year 1771, when Catherwood's tables for the average of 
the whole kingdom by the authority of the Register Act 
commenced ; the price of this long period I have reduced to 
the following average. 

" That of the 17th century was £1 : 18 : 2 

18th century — £l : 18 : 7 
being a rise of only ^d. per bushel 
" The equautt between these two cemtubies is one op 

THE most REMABKABLB CIBCUHSTANGES TO BE MET WITH IN 

THE ECONOMICAL HISTORY OP Tms COUNTRY.*' — Progressive 
VaJm of Money, p. 75 {cited by Mr Tooke, History of Prices, 
vol. i. p. 83). 



OF LAB0T7B. 97 

the earth round its axis, which produces day chap. th. 
and night, is at variance with the annual revo- 
Jution of the earth round the sun, to which we 
are indebted for the vicissitudes of the seasons,— 
the two operate in complete harmony. Increase 
the supply of com, its money price instantly 
falls, — ^the labourer obtains a greater conmiand 
over the means of subsistence, and, if this in* 
crease be permanent, an additional population 
is raised up to consume the additional supply. 



It would be wrong to regard this as a mere random 
calculation, or the result as brought out by the partial 
selection of a particular period. Let any one take up Mr 
M'CuUoch^s valuable edition of Smith's Wealth of Natiansj 
where he will find authentic tables of prices down to 1826, 
and, reducing the whole to a uniform measure, note the 
average price first of the century from 1626, when the 
discovery of the American mines had produced its full 
effect on money prices, to 1725 inclusive, omitting four 
years, the accounts for which have been lost, and then the 
average of the century from 1726 to 1825 inclusive, omitting 
the twenty-three years of the bank restriction — a'period during 
which it is allowed on all hands that we had no correct 
measure of property — and I think he will find that the average 
price of wheat for the last of these centuries does not 
exceed the average of the century which preceded it by 
more than a penny farthing per quarter, — ^at all events, the 
difference amounts to a mere trifle. 



98 PHILOSOPHY OF TRADE. 

BOOK n. Again, diminish the supply of com, its money 
price instantly rises, the labourer's command 
over the means of subsistence is diminished, and, 
if this abridgment of the supply be continued, 
population is checked (the usual number of 
people continue to go out of the world, while a 
smaller number come tn), and is ultimately re- 
duced to a level with the food. 



\ 



CHAPTER VIIL 

2^ value of hbcur is also raised or depressed 
hy the operation of two causes which are distinct 
from each other j and act in harmony. Natural 
and market price of com and labour. 

Besides the operation of the principle by which chap. vm. 
population is kept permanently on a level with 
the means of subsistence, and the price of labour 
consequently on a level with the price of com, 
another law is constantly in action, which (within 
shorter periods) causes the price of labour to 
rise or fall as the demand for labour happens to 
exceed or fall short of the supply. 

We have abeady seen that there is a limit 
to the demand for the products of labour, and 
that but for such a limit prices would not bd 
influenced by the transfer of capital from one 
employment to another. Every rise or fall of 
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BOOK n. price is referable to an alteration of the ratio 
between supply and demand, as its proper cause ; 
and if supply and demand expanded and con- 
tracted proportionately and together, there would 
be no alteration of the ratio, or consequent rise 
or fall of price. 

A temporary stagnation of trade, created by 
an excess of the supply of commodities, causes 
necessarily a temporary falling off in the demand 
for labour. This temporary slackness of the de- 
mand for labour, however, does not limit the 
labourer's control over the means of subsistence 
for a period long enough to cause a reduction in 
the numbers of the population, L e., in the 
supply of labour ; but, while it lasts, it influ- 
ences wages, or the price of labour, and its 
influence will continue tiU the market is again 
cleared of the mass of commodities by which it 
happens for the time to be glutted. 

It thus appears that the average permanent 
prices of both com and labour are made to bear 
a certain ratio the one to the other, by the 
operation of that law which maintains popula- 
tion, or the supply of labour, on a level with 
the supply of food ; and this average price may 



•I 
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be called the natural price of com and labour ; chap. vm. 
while the temporary deviations of the market 
price of corn from its natural price are caused 
mainly by an excess or deficiency of supply, and 
the temporary deviations of the market price of 
labour from its natural price, by a contraction 
or expansion of the demand. 



CHAPTER IX. 

The ratio of the supply of labour to the supply of 
com is reguJated by the labourer's general habits 
and mode of living— an alteration of this ratio 
vnll permanently raise or depress the value of 
labour J whetJwr estimated in com or m/mey. 

BOOK II The ratio between the numbers of the people 
and the supply of food in any country, on 
which, as we have seen, depends the proportion 
between the average price of labour and the 
average price of com, is not and cannot be 
fixed arbitrarily, but results naturally fi-om 
the habits of the working classes and their general 
mode of living. 

The price which the labourer exacts for his 
work regulates the proportion between labour 
and food. It would be absurd to assert that 
any one labourer, or any conceivable number of 
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labourers, can, by a mere exertion of will, fix chap, ix, 
the price of labour, either generally throughout a 
country or in any particular province or locality ; 
but it is evident that in every country there is 
a certain average standard of comfort and en- 
joyment which custom has rendered essential to 
the working classes, and it is by the mainte- 
nance of this standard,* based, as it always is 

* By what tneans the standard of comfort and enjoyment 
which obtams among the great body of the people can be most 
effectually eleyated or best maintamed, and those provident 
habits upon which depend the relatiye supply and value of 
labour best engendered or secured, is a problem of absorbing 
interest, because of supreme practical importance,--one com- 
pared with which all our other speculations sink into insigni- 
ficance ; but it is a problem of which the science of value can 
afford no solution. To that science labour presents itself simply 
as a subject which can be sold or exchanged, and the value of 
which, in relation to other subjects of exchange, fluctuates with 
the relative increaseor decrease of itsquantity. With the causes 
of that increase or decrease our science has no more concern 
than with the causes of the increase or decrease of com or 
broadcloth ; and as the one subject is handed over to the 
agriculturist or the manufacturer, so must the other to the 
moralist, the politician, or the practical statesman. A theme 
of such moment and magnitude may well employ the best 
powers of the human mind, but it is not within the limits 
assigned to the present work. They who take an interest in 
such mixed questionsj would do well to study Mr Malthus' 
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BooKu. and must be, upon the moral and physical 
habits of the entire labouring population, that 
the ratio, whatever it be, between population 
and food is fixed and regulated. 

It is obvious that nothing can disturb this 
ratio, but a departure from that standard, and a 
surrender of those habits ; for every permanent 
augmentation of food being followed by a cor- 
responding addition to the population, and 
every permanent abridgment of the supply 
of food being foUowed by a corresponding 
reduction of numbers, the proportion between 
the supply of labour and the supply of com 
cannot be altered by artificial means. If the 
labourer's mode of living in any country re- 



celebrated Essay an the Principle of Population, and its Past 
and Present Effects on Human Happiness ; and also Dr Chal- 
mers' work On Political Economy in connexion with the 
Moral State and Moral Prospects of Society, In the 15th 
chapter of his work (2d edition), Dr Chalmers has pomted 
out with great judgment and force the moral (which are in- 
deed the only permanently effectual) preventiyes of the evils 
of a redundant population ; and the treatise at large may be 
referred to as perhaps the most eloquent and convincing ex- 
position in any language -of the intimate connexion which 
subsists between a sound moral and a sound physical and 
economical state of the community. 
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quire a larger average share of the neces- chap, el 
saries and conveniences of life to induce him 
to marry and continue his race^-in a conn- 
try so situated, the supply of labour will be 
Z in p^^ion ^ i^7l^, «.d i« value 
greater in proportion to the prke of com, 
than in a country where the standard of living 

* '^ The kind and quality of food and liqnor, the species of 
habitation, furniture, and clothing, to which the common 
people of each country are habituated, must be attainable 
with ease and certainty before marriages will be sufficiently 
early and general to carry the progress of population to its 
just extent It is in vain to allege that a more simple diet, 
ruder habitations, or coarser apparel, would be sufficient for 
the purposes of life and health, or even of physical ease and ^ 

pleaqpre. Men will not marry with this encouragement. 
For instance, when the common people of a country are 
accustomed to eat a large proportion of animal food, to drink 
wine, spirits, or beer, to wear shoes and stockmgs, to dwell 
in stone houses, they will not marry to live in clay cottages, 
upon roots and milk, with no other clothing than skins, or 
what is necessary to defend the trunk of the body from the 
efifects of cold, although these last may be all that the sus- 
tentation of life and health requires, or that even contribute 
much to animal comfort and enjoyment. The ease, then, 
and certainty with which the means can be procured, not 
barely of subsistence, but of that mode of subsisting which 
custom hath in each country established, form the point upon 
which the state and progress of population chiefly depend." — 
Paley's MorcU and PolUical Philosophy^ book yi. chap. xi. 



106 PHILOSOPHY OF TRADE. 

BOOK n. is lower, and the number of labourers conse- 
quently greater in proportion to the supply of 
com. 

Suppose that in any country the average corn- 
wages of a year's labour amount to eight quarters 
of wheat, the number of labourers wiU be less in 
such a country than in another having the same 
supply of food, but where the labourer's habits 
of living make him content with only six quar- 
ters of wheat for his year's work. 

Suppose the average corn-wages of a year's 
labour to be reduced from eight to six quarters 
of wheat, it is evident that the value of labour, 
whether estimated in gold or in com, will be 
permanently diminished; for the supply of labour 
will, after such a change, bear a greater propor- 
tion to the supply of com, inasmuch as after 
the reduction there wiU be a year's labour for 
every six quarters of wheat annually produced, 
instead of a year's labour for every eight quar- 
ters. The value of com, estimated in labour, 
will have permanently risen, for the same quan- 
tity of com will now exchange for more labour 
than before; the value of gold, estimated in 
labour, will also have permanently risen, for the 
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same quantity of gold will also exchange for more chap, ix, 
labour than before ; while the value of labour, 
whether estimated in com or in gold, will have 
permanently fallen, with the permanently greater 
supply induced by the altered habits of the 
people. The same amount of labour will now 
exchange for less com and for less gold than it 
formerly did. 

The law formerly explained, namely, that an 
increase of food is always followed by an in- 
crease of population, and vice versa^ still operates 
—labour increases and keeps pace with the in- 
crease of food ; but the supply of the one bears 
a permanently altered ratio to the supply of the 
other. 

Did the quantity of gold, or other material 
of money, not increase (according to a law to 
be afterwards explained) with the combined 
increase of population and food, it is evident 
that, as society advanced, the money-price of 
both labour and com would go on continually 
sinking. We shall see by and by that the sup- 
ply of the predous metaJs does in some degree 
keep pace with the increase of the other two 
commodities; but whether it does so or not 
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BooKu. makes no difference whatever with respect to 
the relative value of com, labour, and all other 
conmiodities, as the money price of all must rise 
or fall simultaneously, and in the same pro- 
portion. 



CHAPTER X. 

The price of labour varies in different departments 
of indtistnf — These variations may be traced to 
five causes^ hut all referable to the principle of 
supply and defnumd. 

The price of labour varies in the several depart- chap. x. 
ments of industry. Dr Adam Smith* has noted 

five circumstances which make up for the smaller 
gain in some employments, and counterbalance 
a greater gain in others, viz. : — 

1. The agreeableness or disagreeableness of 
the employments. 

2. The greater or less difficulty and expense 
of learning them. 

3. The constancy or inconstancy of employ- 
ment in them. 

4. The responsibility attached to the exercise 
of them; and, 

* Wealth of Nations, book i. chap. x. part i. 
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»o<>* "• 5. The probability or improbability of success 
in them. 
Now it can be shown, that all these circum- 
« stances influence the price of labour only by in- 
fluencing its relative supply in the different 
departments of industry and production. In 
chLsingtheir employZnt, men naturaUy prefer 
what is most agreeable, easiest learned, most 
constant and miiform, and attended with the 
leaat care and the greatest certainty of success. 
In employments which combine aU these recom- 
mendations, the supply of labour is greater, and 
the price consequently lower than in other em- 
ployments. Fewer people enter into disagree- 
able employments than into those which are 
agreeable ; fewer still into those which are both 
disagreeable and require a long and expensive 
course of training; and still fewer into such as 
have attached to them aM the disadvantages 
above enumerated. The price of labour in each 
department, therefore, is regulated by the pro- 
portion between the supply and demand, though 
various circumstances unite to influence the 
supply. 



I 
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OF PBOFITS. 



CHAPTER I. 

Profits of agriculture — Case of a country newly 
entered upon, thinly peopled^ its supplies of food 
derived from land of uniform fertiliiy^ not yei 
exhausted — no gradaiion of soils ^ no rent — vrumey 
not yet introduced. 

In order to explain clearly the difficult subject chap. i. 
oi profits^ we must begin by attempting to trace 
the progress of wealth from that rude and pri- 
mitive state of society which precedes the intro- 
duction of money; and we shall suppose a 
country newly entered upon, thinly peopled, 
partially cidtivated, — ^its best land alone under 

H 
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BOOK ui. tillage, — ^a part of that land still unappropriated, 
— and rent (which, as we shall afterwards see, 
arises fix)m the unequal fertility of soils) as yet 
whoUy unknown. 

Under such circumstances, the whole produce 
of the land wiU belong to the actual cultivator, 
for he has no landlord to share it with him; 
and that part of the produce which remains to 
the cultivator after replacing the. capital em- 
ployed in raising it will constitute his profits. 

Suppose the cultivator's capital to consist of 
100 quarters of com. This capital he lays out 
in sowing his fields, and in maintcuning not only 
the labourers and labouring cattle employed in 
cultivation, but in feeding other labourers not 
directly employed in agriculture, but whose 
business it is to provide clothing, fuel, and shel- 
ter, as well for the agricultural labourers as for 
themselves; and to make and keep in repair 
such took and implements as may be required 
for the purpofje* of husbandry. Or, if this hy- 
pothesifl be thought liable to objection as imply- 
iijig a stafcp of society in which the iUvmon of 
labour J which seldom precedes the introduction 
of money, has made some progress ; suppose all 
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the labourers to be employed in agriculture, ch^.i. 
each reserving from that employment sufficient 
time to provide himself with clothing, &c. In 
short, suppose the cultivator's whole annual out- 
goings to amount to 100 quarters of com, and 
his annual returns to amount to 120 quarters, 
it foUows that Ms profits are exactly 20 quarters 
of com, or 20 per cent on his capital 

All the land as yet under the plough is, by 
the hypothesis, of equal fertility, and it is not 
necessary to suppose the cultivator's capital 
limited to 100 quarters — ^his capital may amount 
to 1000 quarters-— or instead of one cultivator, 
there may be 500 cultivators. All that we need 
to assume is, that for every 100 quarters of com 
laid out in the way we have described, there is 
a uniform return of 120 quarters. 



CHAPTER IL 

The same hypothesis contmued—comrioages^ or the 
vcdue of a given amount of labour estimated in 
com^ regulated by the ratio which the supply of 
labour on the whole hears to the supply of com on 
the whole^ and not hy the ratio which the return 
from land hears to the cost of production. 

BOOK m. We must here revert for a moment to the argu- 
ment of Book Second. The value of labour, 
estimated in com, depends upon the ratio (fixed 
by the labourer's general habits of living) be- 
tween the numbers of the labouring population 
on the whole and the supply of com on the 
whole. And the quantity of com cannot be 
permanently increased or diminished without a 
corresponding enlargement or abridgment of the 
supply of labour. 

While the labourer's standard of comfort and 
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liabits of living continue the same, therefore^ 
average corn-wages may be considered a given 
qwmlity^ and not dependent (any more than the 
quantity of se^ is dependent) on the ratio be- 
tween the return from land and the cost of pro- 
duction.^ If the average value of a year's labour 

* The aBsiimptien (for it is nothing ebe) that the price of 
labour depends on the proportion between the return from 
the least productiye land and the labour employed on the 
production of that return, is one of the fundamental errors of 
Mr Bicardo's system. ^ The natural price of labour," he 
saySi '' depends on the price of the food, necessaries, and con- 
veniences required for the support of the labourer and his 
family'' ( On PoliHcdl Economy and TaxaUony 3d edition, p, 86), 
and the price of food on the " labour employed in the pro- 
duction of the last portion obtained ;" ergo, the price of labour 
also depends on the quantity of labour employed on the least 
productiye land, in proportion to the return. '^ When wheat 
was at L.4 per quarter, suppose the labourer's wages to be 
L.24 per annum, or the value of six quarters of wheat, and 
suppose half his wages to be expended on wheat, and the 
other half, or L.12, on other things. He would receive, 
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*^ He would receive these wages to enable him to live just 
as well, and no better than before," &c. ( t6. p. 98). In a 
subsequent part of his work (p. 122), Mr Ricardo carries a 
calculation on the same hypothetical basis still farther ; the. 
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BOOK m. of one man^ estimated in com, be 10 quarters 
of wheats when the return from 100 quarters is 
120 quarters, it may and (unless other causes 

result of which is, that when the price of wheat reaches L.20 
a-quaiter, the wages of each hiboorer wiU amoimt to L.72 
a-year, and the farmer's profits be annihilated. 

The money price of com, according to Mr Ricardo, con- 
tinaes rising at every step in the descent of cnltiyation, &e- 
eause more labour is employed in the '^ production of the last 
portion obtained" (p. 63). He even gives a formula for cat* 
culating the supposed rise of price (pp. 110, 111) : — " If the 
labour of ten men wiU, on land of a eertain quality, obtain 
180 quarters of wheat, and its value be L.4 per quarter, or 
L.720 ; and if the labour of ten additional men will, on the 
same or any other land, produce only 170 quarters in addi- 
tion, wheat would rise from L.4 to L.4, 4s. 8d. ; for 170 : 180 
: : L.4 : L.4, 48. 8d. In other words, as for the production of 
170 quarters, the labour of ten men is necessary in the one 
case, and only that of 9.44 in the other, the rise would be as 
9.44 to 10, or as L.4 to L.4, 4s. 8d. In the same manner it 
might be shown, that if the labour of ten additional men 
would only produce 160 quarters, the price would further 
rise to L.4, lOs. ; if 150, to L.4, 168.," &c. &c. 

The theory of a constantly rising money price of com is 
totally irreconcilable with observed phenomena. How 
much, for instance, have the trade, the wealth, the revenue, 
and all the resources of England increased since the reign 
of Elizabeth I What prodigious advances in arts and 
manufactures! What additions to the population! How great 
the extension of cultivation ! And, on the other hand, how 
much have the profits of stock fallen even since the reign of 
James the First, when the legal rate of mterest was reduced 
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interfere to alter it) will be of the very same Ighap^u. 
value though the return be reduced to 110 quar- 
tersy or 10 per cent, on the cost. The tabd sup- 
ply of com regulates the total supply of labour, 
and the ratio between the whole quantity of the 
one and the whole quantity of the other regu- 
lates corn-wages. 

More of the commodity (IcJxnjtr) may be re- 
quired for the production of 120 quarters of 
wheat as we descend to soils of lower fertility 
(just as more seed may be required) ^ but the 
value of this commodity (labour)^ estimated in 
com, will not be thereby enhanced. If the re- 

from 10 to 8 per cent ! And, after aD, what was the differ- 
ence between the average money price of wheat in the 17th 
and 18th eentnrfes? Only fioepenee OHjuairUr^ or a6otft a 
halfpenny O'btuheL Arthur Yonng gives the average thus :-^ 
" 17th century, . . L.1 : 18 : 2 

" 18th century, . . L.1 : 18 : 7'* 

No theory can get the better of the fact stated by M. Say 
(see anie, note to Book IL ch. 7), that the price of com in 
England and France has not materially varied, notwith- 
standing the great extension of cultivation ; nor in Spain, 
notwithstanding the quantity of land in that country which 
has been thrown out of cultivation. Mr Ricardo does not 
directly gainsay this statement, but passes it by with asking, 
'' has not M. Say forgotten that it is the cost of production 
which ultimately regulates price ?^ 
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BOOK uu turn from aa much labour and seed as are equal 
to 100 quarters be 110 instead of 120 quarters, 
PBOFTTS are reduced from 20 to 10 per cent. ; 
but the number of labourers an the whole still 
bears the same proportion to the supply of com 
on the whoky and on that alone depends the corn- 
value of labour. 

If it be asked, then, in the state of society we 
have here supposed, of what do the profits of 
agriculture consist? the answer is obvious: 
agricultural profits are composed of that part of 
the whole produce which remains to the culti- 
vator after replacing the capital employed in 
production. Wages are not regulated by the 
proportion between the capital and return, but 
are governed by the laws abeady explained. 
Profits again depend upon the ratio between a 
given quantity of com employed in production 
and the amount of the product obtained from 
such given quantity. 



CHAPTER III. 

Same hypothesis — an ordmary or average rate of 
profits is maintained by the transference of capital 
from one emplaymerU to another^ 

Thbbe is in every country a general or average chap, m* 
rate of profits, maintained by the constant trans- 
ference of capital fi*om less lucrative to more 
profitable employments. If profits in one de- 
partment be at 10 per cent, while in another 
they are at 20 per cent, capital will be with* 
drawn from the one emplo3nnent and transferred 
to the other, till, by an abridgment of supply 
and consequent elevation of price in the less 
profitable, and an enlargement of supply and 
consequent depression of price in the more pro- 
fitable anplo3nnent, the rate of profits in both 
is equalized.* 

* ^ When the demand for silks increases and that for cloth 
diminishes, the clothier does not remove with his capital to the 
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BOOK ni. The higher profits of retail trade resolve them- 
selves into remuneration for the greater personal 
exertion of the retail dealer ; while the higher 
profits in trades which are hazardous may be 
resolved into a premium of insurance against 
the risks which are incurred. And if the rate 
of profits in trades which^ though not more 
hazardous, are less creditable or agreeable than 
others, be also somewhat higher than the aver- 
age, it is not so to a greater extent than is suffi- 
cient, in the estimation of the parties, to make 
up for the disagreeable or discreditable nature of 
such employments. Adam Smith has demon- 
strated all this very clearly.* It may there- 
fore be safely laid down as a general principle, 
that two rates of profit cannot continue to co- 
exist in the same countxy. 

• 

ailk trade, bat he dismisses some of his weriuneii, he diseon- 
tiaaes his demand for the loan from bankers and monied 
men : while the case of the silk manufacturer is the reverse ; 
he wishes to employ more workmen, and thus his motrre for 
bonowing is increased ; he borrows more, and thus capital 
is transferred from one employment to another, without the 
necessity of a manufacturer discontinuing his usual occupa- 
tion." — Bicardo on PolfMcai Economy^ 3d edition, p. 82. 
* Wealth of Nations, book i. ch. x. 
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While the profits of agricultore continue, as chap. m. 
in the instance we have supposed, at 20 per 
cent, no manufactarer of a cotomodity, what- 
ever it be, who can afford to lay out 100 quar- 
ters of com in the maintenance of labour, will 
be content to receive a profit of less than 20 per 
cent. Suppose a hatmaker, for example, to 
lay out a capital equivalent to 100 quarters of 
wheat in the production of hats, and that with 
this capital he can produce and bring to market, 
in one year, 240 hats, he will not, it is very evi- 
dent, consent to exchange these 240 hats for less 
than 120 quarters of wheat Why should he 
give than in exchange for less than 120 quar- 
ters, when, by employing his capital of 100 
quarters in agriculture, instead of in the pro- 
auction of hate, he could by the supposition 
secure a return of 120 quarters? And, on the 
other hand, why should the agriculturist give 
more than 120 quarters of wheat for 240 hats, 
when, by employing 100 quarters or its equiva- 
lent in the production of hats, he can procure 
240? 

Again, a shoemaker employs a capital equal to 
100 quarters of wheat in maintaining labourers 
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iiooKin. employed ia the production of shoes. With 
this capital he caa manufacture and bring to 
market in one year 360 pairs of shoes : he wUl 
not exchange these 360 pairs of shoes for leas 
than 120 quarters of wheat ; and for this reason, 
that by transferring his capital of 100 quarters 
of wheat from the production of shoes to the 
production of com, he can secure a return of 
120 quarters. 

On the other hand, neither the agriculturist 
nor the hatmaker wiU give more than 120 quar- 
ters of wheat for 360 pairs of shoes, because 
either of them, by employing his capital of 100 
quarters in the production of shoes, can secure a 
return of 360 pairs. 



CHAPTER IV. 

Monejf — yreai incorwenience would attend the ^m- 
ployment of any consumable commodity as money. 

It has been already explained how any ex- chap. iy. 
changeable commodity may be made to per- 
form the ftmctions of money^ though not so effi- 
ciently as one or other of the precious metals. 
If, for example, under the circumstances just 
supposed, wheat were to be considered the com- 
mon equivalent for and measure of the rising 
and falling value of hats and shoes, one quarter 
of wheat would be of equal value with two 
hats or three pairs of shoes, or, which is the 
same thing, the price of a hat would be half a 
quarter of wheat, and the price of a pair of 
shoes one-third of a quarter. 

But great inconvenience would very soon be 
found to result from the use of most consum- 
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BOOK in. able commodities as money. " Besides many 
other inconveniences that substances of this 
nature are subject to, there is this grand objec- 
tion, that the quantity may be enlarged almost 
at pleasure, and in a very short space of time, 
and thereby a vast fluctuation effected in the 
relative value. But who would readily accept 
in exchange an article that might perhaps in a 
few moments lose the half or three-fourths of its 
value ? Wherefore, the commodity employed as 
money murt be of such difficult acquisition as 
to ensure those who teke it from the danger of 
sudden depreciation." * For this reason, gold 
and silver have been adopted by men in all 
civilized countries and in all ages as the fittest 
measure of the value of other commodities, and 
the best instrument for effecting the exchange 
of such commodities with each other. 

It wiU be Qecessary in this place, and before 
extending ^rther the argument on profits, to 
introduce such observations on the general prin- 
ciples of money and currency as are necessaxy 
to a right understanding of what is to follow. 

* Say's Political Economy, book i. ch. xxi. 



CHAPTEE V. 

Metallic moneif — hu)s by which the price of the 
meted forming the material ofmofney is regulated. 

Among the propertieB which peculiarly fulapt the chap. t. 
preciona metals, or gold and silver, to be em- 
ployed as money ^ or a universal equivalent, it 
may suffice, without attempting a complete enu* 
meration, to note the six following, viz. : — 

X* Their wdformity of value^ which is greater 
thaa that of other commodities, inasmuch as 
the precious metals are less liable than other 
subjects of exchange to a sudden increase or 
diminution of quantity. 

2. Their uniformity in quality. The physical 
qualities of pure gold and silver are at all 
times and in all places exactly the same, where- 
ever found, and whether dug from the mines <^ 
the new or of the old world. 



128 PHILOSOPHY OF TRADE. 

BooKm. 3. Their dimsibility. Gold and silver (espe- 
cially gold) are capable of being divided into 
parte almost inconmvably minute, and these 
parts may be re-united without any sensible 
loss. 

4. Their porbMeness. The precious metals 
possess great value in smalt bulk, yet their 
bulk is not too smaQ for the purposes of trade 
and the business of ordinary life. 

5. Their durability. When sufficiently mixed 
with alloy, gold and silver are capable of resisting 
considerable friction — ^they are not easily de- 
stroyed by fire, and not at all by damp or rust. 

6. They are not easily counterfeited. Their 
capability of receiving and retaining impressions 
enables the issuer of money to affix to certain 
portions of these metals a stamp, which is a 
public guarantee of their weight and fineness ; 
and their specific gravity, which differs from that 
of other metals of the same bulk, &cilitates the 
detection of counterfeits. 

It seems of little importance whether gold 
or silver be selected as the standard of money ; 
but one of these metals can alone form a 
standard. 
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The weight and fineness of the coins of a chap.t, 
countiT' are matters of arbitrary arrangement 
The sovereign power of the state orders a 
pound, an ounce, or any other determinate 
quantity of the metal to be coined into a certain 
number of pieces. Each has a peculiar stamp 
affixed to it, which is a public voucher that 
it is of legal weight and fineness. But this 
is all which is effected by coinage. It is of 
no importance what the legal weight and fine- 
ness are, so that they be fixed and knovm ; 
" but, once settledy it is the interest of every 
country that the standard of its money 

SHOULD BE INVIOLABLY AND IMMUTABLT KEPT 

TO PERPETUITY; for whenever that is altered, 
upon what pretence soever^ the public will lose 
by it."» 

If the laws shall order that any one who 
carries to the mint a pound troy of gold bullion 
containing eleven parts of pure gold and one of 
alloy, or, to use the technical phrase, eleven parts, 
or 22 carats, fine, shall receive in tetum, instantly 

* Locke's Considerations of the Lowering of Interest, See., 
Works, foL edition, 1722, vol ij. p* 49» 

I 
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BOOK m. and firee of expense, 46|^ coins called Sovereigns 
or Pounds-sterling, it would foUow that in the 
country where that law prevails the price of 
an ounce of standard gold (gold by the supposi- 
tion being the sole material of money) cannot 
exceed a twelfth part of 46|^ sovereigns, or 
L.3, 178. lO^d. 

We have abeady seen that no commodity 
can rise or fall in value except in relation 
to some other commodity — that it cannot rise 
or fall in value in respect of itself; and if this 
be true of all commodities, it is true of gold, a 
commodity which by the hypothesis forms a 
fixed measure of the rising or felling value of 
every other commodity in the market 

The money price of gold hulUon^ when that 
metal forms the sole material of the currency, 
in other words, the value of gold bullion 
estimated in gold coin of standard weight and 
fineness, cannot be raised or depressed like the 
money price of other commodities; for if it 
could, the gold currency would cease to be a 
fixed measure of value. 

Nor will any conceivable increase or diminu- 
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tion of the supply of bullion make the slightest chap. t. 

difference in this respect * An enlargement or 

abridgment of the supply of gold will no doubt 
cause the value of all other things to rise or 
fiiU in ndstiofii to sold, but £:old itself will still 
continue a feed i^ i flie rising or M- 
ing value of all other commodities in relation to 
each other. 

* See Note (C) at the end of the volume. 



CHAPTER VI. 

Sic conditions which must he observed in the coinage 
cmd issue of metallic money. 

BOOK m. A JUST theory of money requires us to consider 
coins simply as portions of the material of 
which they are composed, and they are so 
in fact when issued under the following con- 
ditions. 

1. The metal selected for coinage must be 
homogeneous, uniform in quality, and capable 
of being converted from bullion into coin, and 
from coin into bullion again, without loss either 
in weight or fineness. 

2. The mint must be open to every one who 
may choose to carry bullion thither for coinage. 

3. The bullion when carried to the mint 
must be converted into coin instantly and 
gratuitously, without delay or loss of interest, 
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and without seignorage or deduction of. any chap. vi. 
kind.* 

* The immediate and gratuitous conyertibility of the metal 
into coin is a consideration of great practical as well as 
dieoretical importance. Where this quality of conyertibility 
is clogged and fettered, a metallic currency cannot be re- 
garded merely as a portion of the metal of which it is com- 
posed; bullion and coin become, in some degree, distinct 
commodities, and even where melting and exportation are 
allowed, the value of either may rise or fall (though only to 
a small and that an ascertainable extent) according as the 
total supply of the one bears a less or greater proportion to 
the total supply of the other. 

It is on this principle that a bar of gold which in London 
shall be worth its own weight in sovereigns, may at Dublin 
or Liverpool exchange for a less sum, because its quality of 
convertibility into money is clogged with the expense of 
transit with its attendant risk and loss of interest. But 
the amount of this expense is the limit and measure of the 
def:i€aion of the market price from the mint price, and, 
subject to correction for this expense, the market price 
of the material of money will coincide with the mint price. 

It is on the same principle that a given sum of the money 
of one country will sometimes exchange for a greater and 
sometimes for a less sum of the money of another country 
exactly equal to it in weight and fineness. Suppose that a 
sovereignj for example, contained exactly the same weight 
of gold of the same fineness as a half-eagle of the United 
States of America, a hundred sovereigns could in that case 
be converted into a hundred half-eagles without loss or gain * 
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bookul 4. 0ns metal must form the only material 
of money, the sole basis of the currency, or 
subsidiary coins of other metals, if allowed (as 
is the case with our silver and copper coins), 
must be so regulated that the metal forming 
the standard shall not come to be valued in 
such subsidiaiy coins, or be driven out of cir- 
culation by them, or by paper money not 
instantly convertible into the standard metallic 
money at the option of the holder. 

bttt if the expense of transit were two per cent, then a 
hundred sovereignB, if sent to America for coinage, might be 
worth only 98 half-eagles, or conversely, 100 half-eagles, 
if sent to London for coinage, might be worth only 98 
Boyereigns. Hence, even where the currencies of two 
countries are in a state of perfection, the exchange may 
deviate, on either side, from par by a sum equal to the 
expense of transit, but it cannot deviate farther. 

The effect of a tetgnorage on the price of bullion is pre- 
cisely similar to the effect produced by the expense of 
transit A seignorage has always an effect opposite to that 
of debasement or degradation, whether accompanied with a 
limitation of the circulation ornot — ^it clogs the convertibility 
of bullion into money with the expense of coinage, and 
reduces the market price below the mint price by the amount 
of that expense, whilst debasement has the opposite effect of 
raising the market price above the mint price. 
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5. The coin in circulation must be kept con- chap. vi. 
stantly up to its full legal standard in weight 

and fineness. 

6. There must be perfect liberty to export 
and import coin and buUion. 



CHAPTER VIL 

When these conditions are strictly observed^ coins 
* may be regarded simply as parts of the metal 
of which they are made^ and the market and 
mint price of bullion tvUl coincide ; an erdarge- 
ment or contraction of the circulation wUl raise 
or depress the rrwney price of aU commodities ex- 
cept the metaJ forming the material of money. 

BooKin. If the mint regulations order (as in Great 
Britain) a pound troy of standard gold (or gold 
eleven parts fine) to be coined or cut into 
46f^ sovereigns or pounds-sterling^ an ounce of 
gold bullion, of the same fineness, or a twelfth- 
part of a troy pound, will always (while afl the 
conditions we have specified are strictly ob- 
served) sell or exchange for a twelfth-part of 
46|^ pounds-sterling (L.46, 14s. 6d.), or 3^ 
pounds-sterling (L.3, 17s. lO^d.) With us the 
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third and fifth conditions . are not strictly ob- chap. vn. 
served (though perhaps they are both observed ' 

as strictly as the nature of the thing will well 
admit of in practice), and consequently the 
market price of gold bullion is generally some- 
what below the mint price, L.3, 17s. 6d., or 
L.3, 17s. 9d., instead of exactly L.3, 17s. lO^d. 
If these propositions then be correct, it fol- 
lows that the money jprice of an ounce, a pound, 
or any other given quantity of gold of known 
fineness is in reality nothing else than another 
name for its weight and purity. A pound- 
sterling, for instance, is just another name for 
5 dwts. 3^^ grains of gold, 22 carats fine, 
and any increase or diminution of the quantity 
of gold, or the amount of the metallic currency, 
can no more raise or depress the m^oney price of 
gold bullion, than an increase or diminution of 
the supply of any commodity can change' the 
nam£ of such commodity. 
" The value of a yard of cloth of a known 
quality cannot rise or fall in respect of another 
yard of cloth of the same quality, let the web 
be long or short. And 3-f|4 pounds-sterling 
will always be equal to one ounce of gold of 
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BooKm. the standard of our mint^ whether the whole 
sum in circulation amount to 20 thousand or 
20 millions of pounds. 

Diminish the quantity of gold in circulation, 
and you certamly diminish the money price of 
all other commodities ; and this is in effect to 
raise the value of gold in relation to such com- 
modities, for the same quantity of gold will 
then exchange for more of every thing else. 
Again, increase the quantity of gold in circular 
tion, and you raise the money price of all other 
commodities, and this is in effect to diminish 
the value of gold, for the same quantity of that 
metal will in this last case exchange for less of 
every thing else. But this is the whole. In 
either case, the money price of aU commodities- 
being raised or depressed by the operation of a 
cause common to all, they will continue of pre- 
cisely the same value in relation to each other. 
The rising or falling money price of conotmo- 
dities from an enlargement or contraction of 
the circulating medium may lead to the ex- 
portation or importation of specie (as we shall 
afterwards see when we come to treat of ex- 
change) ; but the money price of gold bullion 
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itself when the mint regulations are perfect, chap.vii. 
can never either rise or fall. Why should it ? 
Why should I take less than L.3, 17s. lO^d. 
for an ounce of standard gold, if instantly, and 
without the smallest loss or inconvenience of 
any kind, I can have that quantity converted 
into L.3, 17s. lO^d. worth of the current 
coin? Or why should I give more than 
L.3, 178. lO^d. for an ounce of standard gold 
bullion, if, by throwing L.3, 17s. lO^d. worth of 
the gold coin into a melting pot, I can immedi- 
ately obtain that exact quantity of the metal. 



CHAPTER VIII. 

Effects of a degradation or debasement of the coin 
— market price of bullion rises ^ because a greater 
number of coins required to make up a given 
weight of the metal 

BOOK ni. The same law will be found to operate, though, 
of course, to the derangement of the monetary- 
system, when the coin, by wear or abrasion, is 
reduced below its fiill standard weight. 

Our gold coin is sometimes wanted by mer- 
chants for exportation, sometimes by manu- 
facturers to be used in the arts ; in both cases, it 
is considered simply as so much bullion, and as 
such its weight and fineness are alone regarded. 
The export merchant or the manufacturer 
who wants a pound troy of standard gold, and 
is obliged (by reason of the deficient weight of 
the coin) to melt down 48 sovereigns instead of 
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46|^ sovereigns, wiU as readily pay L.4 an chap. vra. 
ounce for the metal as before lie would have 
paid L.3, ITs. lO^d. for that quantity; for 
whether he melt down four sovereigns, or pay 
L.4 to obtain an ounce of^bar gold, is to him a 
matter of pure indifference. 

If some of the pieces are heavier than others, 
the money-jobber will now find employment; 
he will cull out all the pieces of fiill weight as 
they come from the mint (or rather all the 
pieces of which fefwer than 48 will make up 
a poimd troy) ; these he melts, and sells as 
bullion at the higher market price ; the lightest 
pieces, those which are most worn and de- 
graded, are alone left ; the evil increases ; sixty 
sovereigns are, perhaps, now required by the 
merchant or manufacturer to make up a pound 
troy; and the market price of an ounce of 
standard gold accordingly rises to L.5, or a 
twelfth-part of L.60. The niint is now obliged 
to buy bar gold at the high market price of L.5 
an ounce, for conversion into sovereigns, to be 
issued at the rate of L.3, 17s. lO^d. an ounce, 
which sovereigns are no sooner issued than 
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BOOK m. they are again melted and resold as bullion at 
the market price. 

Throughout the whole of this process, the 
same law of value continues to operate ; the 
coin is still considered a part of the metal of 
which it is composed, and a pound troy of that 
metal sells for 40^ ffO, or 70 pounds-sterling, 
simply because 40, 60, or 70 sovereigns are re* 
quired to make up this weight. 

The debasement or degradation of the coin 
does not enhance the money price of commodi- 
ties other than bullion, unless accompanied with 
an enlargement of the circulation.* When the 
coin is reduced below its standard weight by 
wear or by illicit practices, it cannot be so 
readily increased, for the heavier coins always 
disappear as soon as issued. A metallic cur- 
rency which is degraded by law is always in- 
creased in numerical amount, for the debasement 
induces a redundancy; but it is the enlarge- 
ment and not the degradation which is the spe- 
cific cause of the enhancement of general money 
prices. 

* See Note (D) at the end of the yolume. 
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It is of importance then to keep in mind, chap. vm. 

1. That degradation or debasement of the 
coin, whatever be the amount of the circulation, 
always raises the money price of buUion^ or the 
material of the coin. 

2. That degradation or debasement of the 
coin, unless accompanied by an enlargement 
of the circulation, does not raise the money 
price of other commodities, but that a degrada- 
tion of the coin by law generally is followed by 
enlargement. 

3. That enlargement without degradation or 
debasement will not raise the price of bullion^ 
or the material of the money in which that 
price is estimated. 

4. That enlargement without degradation or 
debasement will raise the price of aU commodi- 
ties excepting bullion. 



CHAPTER IX. 

Profits — former hypothesis resmtied — money now 
introduced — the country supposed to have mines 
of its own — ^ money price of commodities 
u^ be greater or less a/xording as a greater or 
less supply of the material of money is obtained 
by the employment of a given capital — an ordi- 
nary or average rate of profits stiU maintained in 
all departments of production^ whatever m/mey 
prices may be. 

BOOK m. To return to the subject of profits^ we have al- 

ready seen, that in a country having no money, 

but carrying on its trade by barter, and where 
the profits of agriculture were 20 per cent, no 
manufacturer who employed a capital equal to 
100 quarters of wheat on the production of a 
commodity, would exchange his product for less 
than 120 quarters of wheat. 
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Let us now suppose the country in question chap. ix. 
to have gold mines of its own, and that a mint 
is established for the free and immediate con- 
version of the produce of these mines into coin ; 
aU the MX conditions aJready mentioned being 
strictly observed. 

Let us farther suppose, that a capital equal, 
as in the former cases, to 100 quarters of wheat, 
is employed in mining operations ; and that the 
yearly return is found to amount to 4 lbs. troy 
of gold of the fineness of the British standard 
(equal, when coined, to L.186, 18s.) for every 
100 quarters of wheat expended on the main- 
tenance of mining labour. 

In these circumstances, it is certain that the 
miner would not exchange this sum of L. 186, 18s. 
for less than 120 quarters of wheat, and for the 
reason already given ; why should he exchange 
L.186, ISs. for less than 120 quarters of wheat, 
when, by employing his capital of 100 quarters 
in agriculture, in place of in mining, he could 
obtain a return of 120 quarters? And, on the 
contrary, why should the agriculturist give more 
than 120 quarters of wheat for L.186, 18s. of 
the gold currency, when, by employing his 

K 
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'^^"^ capital of 100 quarters in mining, in place of in 
agriculture, he could obtain a quantity of gold 
buUion equal to that sum ? 

For the same reason, the miner will not ex- 
change his money for luxts^ except at the rate of 
L.186, 18s. for 240 hats; nor for shoes, except 
at the rate of L.186, 18s. for 360 pairs of shoes ; 
for, by employing the same capital in either of 
these departments, he could obtain the return he 
demands; while, on the other hand, the hatmaker 
and shoemaker will not exchange these quantities 
of their conmiodities respectively for less than this 
sum, because each could obtain that sum by em- 
ploying his capital in the production of gold. 

In this state of matters, then, the money value 
or price of the four commodities to which we 
have referred will be as follows : — 

4 lbs. troy of standard gold bullion, at 

L.3, 17s. lO^d. per ounce, L.186 18 

120 quarters of wheat, 186 18 

240 hats, . 186 18 

360 pairs of shoes, 186 18 

Or, wheat will seU for 31s. 2d. per quarter, 

hats for 15s. 7d. a-piece, and shoes for 10s. 4^d. 

a-pair, nearly. 
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The money value of the capital of 100 quar- chap. ix. 
ters employed in each case will be. L.155 16 
And the money profits 20 per cent. 

on that sum, or . 31 3 



L.186 18 
Again, suppose the return from 100 quarters 
of wheat employed in the support of mining 
labour amounts to 8 troy poimds of standard 
gold, then the money price of the four com- 
modities will be as foUows : — 

8 lbs. troy of standard gold, at L.3, 17s. 10^. 

per ounce, . L.373 16 

120 quarters of wheat, . 373 16 

240 hats, .... 373 16 

360 pairs of shoes, . . 373 16 

Or, wheat will sell for 62s. 4d. a-quarter, hats 

for 31s. 2d. arpiece, and shoes for 20s. 9d. a-pair, 

nearly. 

In this last case the money value of the capital 
of 100 quarters employed by each producer will 

be L.311 10 

And the money profits 20 per cent. 

on that sum, or . 62 6 



L.373 16 
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BOOK iiL But it may be asked, since the money price of 
gold bullion neither rises nor falls, how can pro- 
fits continue at the same rate of 20 per cent, after 
the return from precisely the same amount of capi- 
tal has been doubled? In order to solve this 
apparent difficulty, it is only necessary to con- 
sider that, after the increased supply of gold has 
been obtained from the mines, those who em- 
ploy their capital in mining operations either 
bring their additional produce to market, or they 
do not. K they do not, then such produce is 
extra ccmmerdum^ and consequently we cannot 
reason upon its value ; but if they do bring their 
additional produce to market, and thereby double 
the amount of the circulating medium^ the money 
price of all things will be thereby doubled; and, 
among other things, the numey price of ndrdng 
labour^ or the money value of the miner^s capital 
(which we have supposed equal to 100 quarters 
of wheat), wUl be doubkdj leaving exactly the old 
profit of 20 per cent 

In the first instance, the miner employed 100 
quarters of wheat, equal to . L.155 15 
And he obtained a return of « 186 18 



Leaving a profit of 20 per cent, or L.31 3 
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But after the increased produce, the money chap. ix. 
value of the capital of 100 quarters is equal 
to L.311 10 

And he obtains a return of 373 16 



Which leaves him a profit of 20 per 

cent., or . . . L.62 6 

He has thus a greater nomincd return, but 
nothing else ; for, after the addition to the cir- 
culation, L.62, 6s. will purchase precisely the 
same number of hats and shoes, now doubled in 
price, which one-half of L.62, 6s., or L.31, 3s., 
would have purchased before ; and he can buy 
no more wheat or labour with L.311, 10s., than 
he could have procured formerly for one-half of 
that sum, or L.ldd, Ids. 

If any doubt on the subject shall still remain, 
it may be proper farther to consider what would 
be the consequence were mining profits 40 per 
cent., while profits in agriculture and other em* 
ployments were only 20 per cent. Capital in 
that case would be instantly attracted firom other 

of capital, the quantity of gold in circulation 
would be increased, till, by the consequent en* 
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BOOK ni. hancement of general prices, and, among other 
things, of the price of mining labour and ca- 
pital, no greater surplus was left to the pro- 
ducer of gold than the common and ordinary 
surplus of 20 per cent. Or, to put the matter 
in another Ught, after the return from 100 
quarters expended in the maintenance of mm- 
ing labour should have reached 8 troy pounds, 
or L.373, 16a, the agriculturist would not 
give more for that sum than 120 quarters of 
wheat, for, by employing 100 quarters in min- 
ing, he could himself obtain 8 troy pounds, or 
L.373, 16s. 

The change effected in this case, as in others, 
would be solely in the price of labour and com- 
modities. Gold is a fixed standard, and its 
value can neither rise nor &11 in relation to itself. 
An ounce of standard gold cannot be exchanged 
for an ounce and a half of standard gold, or any 
greater or less quantity than an ounce, let the 
total amount in circulation be what it will; 
but by increasing the total quantity of gold in 
circulation you raise the money price of labour, 
com, and every other commodity in a corres- 
ponding degree, and you increase ^ cost of pro- 



n 
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ducmg goU itself up to that point at which the chap. n. 
product comes to be divided between the capi- 
talist and labourers in exactly the same propor- 
tion as in other employments ; or, as in the in- 
stance just supposed, 20 to the one and 100 to 
the other. 

Again, suppose that the mines, instead of be- 
coming more productive become less productive, 
and that a capital equal, as in the former case, 
to 100 quarters, is employed with a return of 
2 Ib& troy, or L.93, 9s., instead of 4 lbs. troy, 
or L.186, 18s. ; there would in this instance be 
no immediate fall of general money prices ; but 
it is evident, on the principles already stated, 
that the business of mining would not be conti- 
nued if the rate of profits in that employment 
were only 10 per cent, while in other employ- 
ments it was 20 per cent. Mining, then, would 
be dbcontinued ; the existing stock of gold in 
circulation would by and by be reduced, and 
this reduction would go on till the money price of 
all things, through the contraction of the circular 
tion, should Mi to one-half the former amount ; 
the money price of mining hbcur toould alsofaU one- 
hcdf and then the business of mining would be 
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BooKm. resumed, and things would go on as before. 
The nainer's outgoings would now be 

L.77 17 6 
And his retuam 2 lbs. troy of 
standard gold at L.3, 17s. lO^d. 
per ounce, . 93 9 



lieaving a profit of 20 per cent., or L. 15 11 6 
The capitals employed by the agriculturist, 
the hatmaker, the shoemaker, would each be 
still equal to 100 quarters ; but the money price 
of 100 quarters would, after the limitation of 
the circulation, be reduced to L.77, 17s. 6d., the 
return in each of these employments would still 
be equal to 20 quarters (or 20 per cent.) ; but 
the money price of 20 quarters would be reduced 
to L.15, lis. 6d. The price of wheat, of hats, 
and of shoes being now only one-half what it for- 
merly was, each producer would after the change 
have the same command over his neighbour's 
product, and the producer of gold, notwithstand- 
ing his diminished return, would, aft;er money 
prices had fsillen in all departments, exchange 
his product for exactly the same quantity as be- 
fore of every other product. 
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It is thus seen that under all circumstances chaf. iz. 



the rate of profits would continue permanently 
at the common or average rate of 20 per cent. 
For a time, and in particular departments, the 
actual rate might deviate either on the one side 
or the other ; but to this it would return : the 
money price of the products in all the depart- 
ments of mdustry rising or falling with the 
money price of the advances, and the money 
price of mining labour and capital also rising or 
falling to the exact amount required to leave 
the average rate of profits and no more. 



CHAPTER X. 

Same hypothem — money supposed to he procwred 
through the Tnedium of foreign trade. 

BOOK m. HiTHEBTO we have proceeded on the supposition 
that the mines are situated in the country in 
which these results are supposed to take place. 
But the reasoning will hold equally good though 
we suppose a country to have no mines of its 
own, and its gold to be procured through the 
medium of foreign ti^e. 

In order to explain the mode in which the 
precious metals are equalized over the different 
countries of the world, it wiU be necessary after- 
wards to resume this investigation when we 
come to treat of the foreign exchanges ; but in 
the mean time let it be supposed that the person 
who \a desirous to procure gold, instead of em- 
ploying his capital directly in mining, employs 
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it in working up exportable commodities, to be 
sent abroad and exchanged for gold. Suppose 
that, with an outlay of 100 quarters of wheat, 
or L.155, 15s., exportable commodities are pro- 
duced, which can be exchanged for as much 
gold as will produce at the mint L.186, 18s. ; 
the profits of the export manu&cturer are in 
this case 20 per cent., and the money price of 
all things will be adjusted according to the 
quantity of gold imported at this rate. 

Suppose again that the natural productions 
of the country which were formerly sent to the 
foreign market are exhausted, or that, from 
some cause or other, it becomes necessary to 
work up and export commodities which are less 
valuable in proportion to their bulk, and in con- 
sequence that, with the same outlay, no more 
gold can be obtained than will produce at the 
mint one-half of the former sum, or'L.Od, 9s. 
Under these drcimistances, as average profits 
are supposed to be 20 per cent., and as profits 
cannot at the same time and place be different 
in different employments, gold will cease to be 
imported, till, through the consequent reduction 
of the existing supply of money, the cost of pro- 
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BOOK UL ducing the commodities for exportation shall fall 
from L.155, 158. to L.77, ITs. 6d. When this 
effect has been produced, profits will be restored 
to their former level of 20 per cent., and the 
exportation of commodities and importation of 
gold will again go on as before. 

AsBin. if a country be so situated as to be 
«Xio export ooLoaities which «e nun. 
valuable in proportion to their bulk, or, from 
improvements in its manufactures, to work up 
and export commodities which will exchange 
for a larger quantity of gold in proportion to 
their cost, the same results will take place as 
from increased productiveness of the mines. 
With an outlay of 100 quarters of wheat on the 
production of commodities for exportation, we 
may suppose as much gold to be procured as 
will produce at the mint L.373, 16s. Profits in 
that department will for a tune be greatly above 
the average rate, and for this reason more gold 
will continue to be imported, until, through the 
consequent abundance of money, general prices 
will rise. And this exportation of commodities, 
and importation of gold, and elevation of money 
prices, will go on, until the expense of producing 



OF PBOirrs. 157 

the commodities for exportation shaU rise to chap. x. 
L.311, lOs., at which point the return will be 
reduced to L.62, 6s., and profits will regain their 
former level of 20 per cent. 



CHAPTER XL 

An ordinary or (werage rate of profits canmt 
be numOained, unless there he in same depart- 
mefrd of production a natural rate of profits^ 
selfregvlated^ and not subject to he elevated or 
depressed artificially or arbitrarily. 

BOOK m. OuB object hitherto has been to show that the 
rate of profits in the various departments of 
industry cannot be different in the same country 
and at the same tune ; in other words, that there 
is in every society a certain ordinary or average 
rate of profits, which is maintained by the 
txansference of capital from leas profitable to 
more profitable employments. 

In all the departments of trade there is a 
constant rivalry and competition. Every man 
tries to better his condition by profitably ex- 
tending his business, or embarking his capital 
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in new projects and speculations. But mth chap. zi. 
the increase of capital profits would inevitably 
soon fall to the lowest point compatible with 
replacing the existing stock, did there not exist 
some one department of industry and produc- 
tion free to competition^ and capable of exten- 
sion, but in which there is what may be called 
a NATURAL rate of profits — a rate of profits 
self-regulated^ and incapable of being elevated or 
depressed arbitrarily. 

Profits have been correctly enough defined to 
be the difference between the value of a product 
and the cost of its production ; but it is neces- 
sary to analyze this element of value, and show 
why it is that the value of a commodity when 
sold or exchanged is greater than the combined 
value of the labour and materials employed 
in ite production. 

There would appear to be no natural law, 
nothing in the reason of the ihing^ which should 
make a pair of stockings which cost Is. 8d. 
sell for Is. lOd., because profits in other depart- 
ments are at 10 per cent. We see clearly how, 
by artificially adjusting the supply to the demand, 
the commodity in question can be made to 
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BOOK lu. sell for Is. lOA, or a higher jor lower price ; 
and we also see that the price is not raised 
higher than Is. lOd., from the manufecturer's 
fear that he shall be undersold by another pro- 
ducer, and not sunk lower than Is. lOd., from 
the manufiEK^turer's consciousness that he can 
realize 10 per cent, in another department 
But then it is not enough to assume the exist- 
ence of a common or average rate of profits, 
for we still want to know how, in a country 
where capital abounds, and where consequently 
it is difficult to find a profitable investment for 
capital, this average or ordinary rate of profits 
is fixed, and when fixed, mamtained. In short, 
we want to know what this element of profits 
is^ whence it arises, and how it is regulated. 
If profits be merely the result of an arbitrary 
adjustment of supply to demand, why should 
the natural and constant tendency of profits in 
every country be to fall, and not to rise? — 
why should another man attempt to undersell 
me, when he discovers that my profits are higher 
than his own, instead of elevating his own to 
the level of mine? or, if he do attempt to 
imderseU me, why should the competition stop 
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at the point of ordinary or average profits, and chap. xi. 
not go on, ¥rith the increase of capital in all 
departments, down to the lowest point which is 
consistent with keeping up the existing stock ? 

In order to solve these questions we must go 
in search of some employment where there is 
what we may venture to call a natural rate 
of l,«**^e depa^ent in whid. the ™tio 
between the value of the product and the cost 
of production is not subject to be artificially 
and permanently altered by an arbitrary enlarge- 
ment or abridgment of supply. 



CHAPTER XII. 

This Natural or ReguUuing rate of profits is not to be 
found in any of the departments of TmnufaC" 
tares. 

BOOK m. Let us now return to the example given in the 
ninth chapter of this Book, and begin our search 
among the four departmente of agriculture, 
mining, and the manufacture of hats and shoes. 

« 

And first, let us take the case of the hatmaker. 
He employs a capital of 100 quarters of 
wheat, or L.155, Ids., and his product is 240 
hats. On the principles already stated he will 
not part with these 240 hats for less than 120 
quarters of wheat, or 4 lbs. troy of standard 
gold, equal at the supposed mint price to 
L.186, 18s. ; for, on the one hand, had he laid out 
his 100 quarters in agriculture, he would have 
had a return of 120 quarters, or, on the other, 
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had he laid out L. 155, 158. in mining operations, chap, hl 
he would have had a return of L.186, 18s. 
He knows, however, that the value of his 
commodity, in relation to money or other pro- 
ducts, depends on the quantity of that commodity 
which he manufactures and brings to market 
in a given time ; and hence he endeavours to 
adjust the supply to the demand, so that the 
price shall be equal, and no more than equal, 
to the cost of production, with the common 
and ordinary profits. If capital be withdrawn 
from this trade, prices and profits will im- 
mediately rise in consequence of the diminished 
supply, and wiU continue higher as long as 
the capital so withdrawn is withheld ; and, ' 
on the other hand, if additional capital be 
embarked in this trade, prices and profits will 
fall in consequence of the enlarged supply, and 
will continue lower until this additional capital 
is again wiHiclrawn. 

And what is true of this trade is true of 
every other department of manufactures. Pro- 
fits in all these departments depend upon the 
price of the product, while the price of the - 
product, be it high or low, does not affect the 
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BOOK m. cost of production. The rate of profits in such 
departments, therefore, is flexible, and depends 
on the ratio between supply and demand, and 
being tiie result of an artificial adjustment, it 
does not regulate, but is itself regulated by, tiie 
rate of profits in some other department. 



CHAPTER XIIL 

Nor is the Natural and EegnJating rate of profits 
to be found in that department which furnishes tlie 
material of rrwney. 

In pnrsuiBg this investigation, let us next take chap. xm. 

the case of the miner ; and let us silppose that a 

part of the capital employed in mining opera- 
tions is withdrawn, and in consequence, that 
the supply of gold is reduced below what the 
wants of circulation require. The money price 
of all commodities will continue to Ml, as the 
existing stock of gold continues to wear out and 
decrease. This will not alter the rate of profits 
in any department of manufactures or produc- 
tion, because the money price of labour^ and of 
commodities the products of labour^ is diminished 
at the same time, and in the same proportion. 
If the money price, for example, of 120 quarters 
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of wheat be reduced from L.186, ISs., to L.93, 98., 
the money price of the farmer's outgoings, 
equal by the supposition to 100 quarters, is 
also reduced from L.155, 15s., to L.77, 17s. 6d. ; 
the difference between the money value of the 
product and the money cost of its production 
(or the profits of the agriculturist's capital) 
is still 20 per cent. 

Nor, in reality, will the cultivator be a 
poorer man after than he was before this re- 
duction, for his hats, his shoes, and all other 
commodities which he requires to purchase, or 
wishes to consume, are reduced in price at the 
same time that his own product is reduced in 
price, and in exactly the same proportion. 

But although the supposed withdrawal of 
capital from mining will not and cannot alter 
the rate of profits in agriculture or in any of 
the other departments of trade, it will and 
must enhance the profits of mining capital, for 
the return in that department is, by the supposi- 
tion, as great aa before, in pr(yportim to the 
labour and capital employed in mining. But 
less labour and capital on the whole being now 
embarked in mining operations, and the supply 
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of gold on Ihe whole being diminished to a cor- chap. xiu. 
responding extent, the money value of that labour 
and capital will be reduced^ and the rate of profits 
(or the difference between the cost and product) 
consequently enhanced. But when this conse- 
quence is perceived, the capital which before 
was withdrawn will be attracted hack to the 
department of mining ; the supply of money 
will be agam increased, the money price of the 
labour and capital employed will be again 
raised, the difference between the cost and pro- 
duct reduced, and the rate of profits again 
restored to the general level. 

Affain, suppose that, instead of capital beine 
withL™ Zn. ndlg, «iai«onal e.pit.1 i 
transferred to that department, and that, in 
consequence, the supply of gold in circulation 
is enlarged. This will cause an devation 
of the money price of all commodities; but 
this rise of money prices will not alter the 
general rate of profits, because the money price 
of labour, and of all commodities the products 
of labour, is devated simultaneously and in the 
same proportion. If the money price of 120 
quarters of wheat be raised from L.186, 18s. to 
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BOOK III. L.373, 168., the money price of the fermer's 
outgoings b also raised from L.ISS, ISs. ta 
L.dll, lOs. ; the difference between the money 
value of the product and the money cost of its 
production (or profits) will still be 20 per cent. 

Nor is the producer of com in this case a 
richer man after than he was before this general 
elevation of prices ; for the money price of his 
shoes, hats, and all other commodities which he 
may have occasion to purchase, is elevated at 
.he same tune and in ex«=fly the «me pro- 
portion. 

But although this transference of additional 
capital to the production of gold, or the mate- 
rial of money, will not cause any alteration of 
the rate of profits in other departments of trade, 
it will reduce the profits of mining capital ; for 
although the return is, by the supposition, no 
greater in proportion to the labour and capital 
employed in mining than it was before, yet 
more labour and capital, on the whole^ being now 
embarked in mining operations, and the supply 
of money, on the whole, increased, the money 
value of that capital will be enhanced, and the 
rate of profits (or the difference between the 
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cost and product) consequently reduced. The chap. xin. 
moment this result is perceived, however, the 
additional capital which had been attracted to 
mining will be repelled, and will not return 
until the gold in circulation be again dimi- 
nished, the money price of the miner's out- 
goings reduced, the difference between the cost 
and product again increased, and the rate of 
mining profits elevated to its former level. 

It is thus seen that the rate of profits in that 
department which furnishes the material of 
money is flexible, as in other departments of 
production, that it is the result of an artificial 
adjustment, and, of consequence, that the ordi* 
nary or average rate of profits is not regulated 
by, but does itself regulate, the rate of profits 
in this department. We must therefore still go 
on with our search. 



CHAPTER XIV. 

A digression — limits of demand. 

BOOK m. It haa been already shown that the consequence 
of embarking capital beyond a certain limit in 
mining operations, or in working up commodi- 
ties to be exported and exchanged for gold or 
the material of money, and of thereby increas- 
ing the amount of the circulation beyond that 
point at which the difference between the miner's 
or export manufacturer's outgoings and returns 
is equal, and no more than equal, to the ordi- 
nary rate of profits, which we have supposed to 
be 20 per cent. ; — ^that the consequence of thus 
enlarging the circulation, and increasing the 
money price of mining or manufacturing 
labour and capital, is a faM of profits in that 
department which furnishes the material of 
money. 
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The gold in circulation being increased with- chap. mt. 
out a corresponding addition to the niunbers of 
the people — ^to the st^t^dy of labour, — ^the price of 
labour rises, and the additional money wages 
dinunish a^e di^nce between the it Id 
return ; in other words, diminish the profits of 
the capital employed. We may even suppose 
(for the thing is at least possible) that the addi- 
tion to the circulation might be so great as to 
make the money wages of mining labour equal 
to the entire product, and so leave no profits 
whatever. 

But this could not happen were the numbers 
of the people, or the supply of labour j enlarged 
at the same time that these additions were made 
to mining capital. Every addition to the money 
in circulation, without a corresponding addi- 
tion to the population, must be followed by a 
rise of money wages. We have supposed the 
capital employed to be represented by 100, and 
the return to be represented by 120. After the 
transference of additional capital to mining, the 
return would still be represented by 120 ; the 
capital, the labour employed, would still be the 
same; but after the enlargement of the total 
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BOOK III. circulation, the money value of that capital 
would be raised, and the capital might then be 
represented, not by 100, but by 110 or even 
120 ; and, in the one case, profits would be re- 
duced ; in the other, annihilated. 

The length to which the miner can go there- 
fore in increasing the circulation, without re- 
ducing his profits below the average level, 
depends on the supply of labour in the market ; 
in other words, on tiie numbers of the popula- 
tion. If he go beyond the point which we have 
indicated, he gluts the market, and demand 
would seem to be measured by the power pos- 
sessed by all classes of producers to exchange 
their commodities with the money in circula- 
tion, in such proportions as to leave to them, 
and also to the producer of the material of 
money, a surplus equal, and just equal, to tiie 
ordinary rate of profits. 



CHAPTER XV. 

The Natural or Begubimg rate of profits is dis- 
covered in that department of production from 
which the food of the great body of the people is 
derived. 

To return to the main subject of our inquiry, chap, xy, 
let us suppose that additional capital, instead of 
being transferred to manufactures or mining, is 
transferred to agriculture ; there being still, ac- 
cording to our original hypothesis, no gradation 
of soils, and the average return in this depart- 
ment being 20 per cent., or 120 for every 100 
quarters employed. 

Com, as we have already remarked, has a 
market price as well as a natural price. Its 
market price, as we have seen, is regulated by 
the proportion between supply and demand. If 
capital, therefore, be transferred from other de- 
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BooKin. partments to agriculture, the immediate effect 
will be an increased supply of com, and con- 
sequent fall of its market price. 

The money price of com will now be Jess than 
it was before, because the quantity of that com- 
modity in the market is now greater than before, 
in proportion to the amount of gold in cir- 
culation. 

The value of labour, estimated in com^ will be 
greater than it was before ; but the money price of 
labour^ or its value estimated in gold, will be 
neither elevated nor depressed, for the supply of 
labour in the market is neither less nor greater 
in proportion to the amount of gold in circulation. 

The labourer receives the same money wages 
after as before the change ; but after the change, 
these wages give him a greater command over 
food, while the producer of com receives a less 
money price for his conmiodity, and has a dir 
minished command over labour, gold, and every 
other product. Here then we have a temporary 
fidl of the profits of agriculture. 

Now this state of things will either continue^ or 
it will not; and let us see the result either way : — 

1. If the fall of profits consequent on the 
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change in the money price of com repel the chap. xv. 
additional capital from agriculture, then the sup- ' 

ply of com is again diminished, the market price ^ 

is again raised, and profits are restored .to their 
former amount. 

But if so, in what does agriculture differ from 
other employments ? If profits in that depart- 
ment are thus artificially adjusted, we must look 
elsewhere for a regulating or natural rate of 
profite. But agriculture does differ from other 
emplojmxents, and the difference lies here, — if 
you transfer too great an amount of capital to 
manufactures or mining, profits in these depart- 
ments will not only be lowered, but wiU cantimte 
low until this additional capital be again with- 
drawn. If you could keep the market over- 
stocked, prices and profits in these departmenta 
would thereby be kept permanently doum to the 
new level Unless you withdraw the additional 
capital, prices and profits will never rise^ for they 
were created by artificial means, and they cannot 
be maintained, raised, or lowered, but by the 
same means. But in agriculture it is altogether 
different; for, 

2. Although the additional capital which we 
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300K m. have supposed to be transferred to agriculture 
be not withdrawn, profits, by a self^egvkoing pro- 
cess, wiU return to their former level, and can- 
not, by^any artificial method, be kept above or 
below that level 

Observe how the case stands. The money 
price of com is reduced, because the supply of 
that commodity is greater in proportion to the 
money in circulation. The money price of la- 
bour is not reduced, because the supply of labour 
is not greater in proportion to the money in cir- 
culation. Labourers in all departments have 
now an increased conmiand over food, for their 
money wages are the same, while com is cheaper 
than formerly. Their money wages are the 
same, for although, by transferring capital to 
agriculture, you transfer labour, you neither en- 
large the demand for labour on the whole, nor 
do you limit its supply. 

But the additional command which the la- 
bourer has acquired over food will, according to 
the principles with which we set out, be imme- 
diately, and as a certain consequence, followed 
by an addition to the numbers of the people ; 
an addition to the supply of labour in the mar- 
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ket ; and the multiplication of numbers will go chap. xv. 
on till the money price of labour be ds much 
reduced below its former price as the money 
price of com has been ; and the former ratio of 
population to food — of labour to com — ^being 
thus restored, the labourer wiU regain his former 
command over food. 

But the moment this consequence actually results^ 
the former ratio between the cultivator's out- 
goings and return, in other words, the former 
rate of his profits, is also restored. The money 
price of 120 quarters of wheat was perhaps 
reduced by the enlargement of the supply from 
L.373, 16s. to L.186, 18s. ; but the money price 
of labour, by the consequent increase of num- 
bers, is also now reduced from L.311, 10s. to 
L.155, 15s. The difference between the out- 
goings and return, or the rate of profits, is in 
either case exactly 20 per cent» This is what 
we have ventured to call the natural or regu- 
lating rate of profits. 



M 



CHAPTER XVI. 

The ordinary or average rate of profits in all other 
departments conforms itself to the natural rate. 

BOOK in. The reduction of the money price of labour, 
consequent on an increase of population, will 
cause a temporary elevation of the rate of profits 
in every department of manufactures. The ma- 

commodity to market, tUl, through this enlarge- 
ment of supply, the money price of his product 
is reducedrid the former ratio betwL ^. 
money value of the product and the money value 
of the labour employed on production will be 
restored ai that point at which the difference be- 
tween the manufacturer's returns and his out- 
goings is equal to the ordinary rate of profits. 

When the money price of labour is thus re- 
duced, the profits of the miner^ as well as those 
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of the manufacturer, will also, for a time, be chap. xvi. 
greatly elevated, for the price of labour will fall 
at the same time in aJl departments of industry. 
But this fall of money wages, and consequent 
enhancement of mining profits, wiU attract addi- 
tional capital to mining. More capital will be 
employed in that department, and more gold 
will be sent into circulation ; and this enlarge- 
ment of the circulation wOl go on till the 
amount of the circulating medium bears the 
same ratio to the supply of labour and com- 
modities as it did before, i e.y till money wages, 
and the money price of com and all other 
commodities, are raised to the former amount, 
at which point mining profits will regain their 
original level. General money prices wiU now 
be the same as they were before these changes 
began to operate. This will be the result, 
at least, if the supply fi^om the mines be equally 
abundant in proportion to the cost of produc- 
tion ; but if the supply be not so abundant, then 
the expansion of the circulation will go on till 
the money price of mining labour be so high as 
to leave the miner the ordinary rate of profits, 
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BooKin. and no more; in this case general money prices 
will be somewhat lower than before the change, 
but the rate of profits in all departments will be 
the same. 



1 



CHAPTER XVII. 

The order in which the foregoing phenwmena of 
prices and profit will develop themselves. 

The order in which we have noticed these chap. xvn. 
phenomena is not the order in which they will 
actually exhibit themselves. We have supposed 
that, First of ally there is a transference of ad- 
ditional capital to agriculture, and a consequent 
enlargement of the supply of com — a reduction 
of the money price of com — greater command 
given to the labourer over food — a consequent 
addition to population, or the supply of labour 
— a fall of money wages, corresponding with 
the previous fall in the money price of com — 
the rate of profits in agriculture reduced to its 
former level: — Kext^ higher profits in manu- 
factures, in consequence of the reduction of 
money wages — an enlarged supply of manu- 
factured products, and a reduction of their 
money price corresponding with the fall of 
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BOOK m. wages — ^the rate of profits in manufactures again 
reduced to its former level: — Lastly^ higher 
mining profits, in consequence of the fall of 
money wages — ^additional capital embarked in 
mining — ^and a consequent expansion of the 
circulation, reducing mining profits to their 
former rate by its effect on the money price 
of mining labour, and elevating general. money 
prices (the money value of both outgoings and 
returns) in all departments, either to their 
original amount, if the supply from the mines 
be equally abundant in proportion to the ex- 
pense of working them, or to a greater or less 
amount, if the supply be more or less abundant ; 
but under all circumstances making no altera- 
tion in the rate of profits. 

Now this is not the order in which these 
effects will actually develop themselves. An 
addition to the numbers of the people always 
precedes an extension of circulation. The prime 
motive power is the principle of population.* 

Population presses against subsistence; and 

* " Is multiplication the efficient cause of agriculture, 
or is agriculture that of multiplication? I answer that 
multiplication is the efficient cause of agriculture." — Sir 
James StexMrth Political Eionomifj book i. chap. 18. 
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an increased supply of com does not catise^ it chap. xvn. 
merely permits an addition to the supply of 
labour. First of all, then, there is an enlarged 
supply of labour — ^a diminished money price of 
labour — an elevation of agriculture profits — a 
consequent extension of cultivation, and an 
additional supply of com — a reduced money 
price of com, corresponding with the previous 
reduction in the money price of labour — the 
former rate of agricultural profits restored : — 
Next, an elevation of manufacturing profits, 
in consequence of the lower money price of 
labour — an enlargement of supply — a reduced 
money price of manufactured products, cor- 
responding with the previous fall of wages— 
the former rate of profits in these departments 
restored : — ^Lastly, higher profits in the depart- 
ment of mining, or that department which 
furnishes the material of money, in consequence 
of the lower money price of labour — an enlarge- 
ment of the circulation, raising the money price of 
mining labour again tiU the rate of profits in that 
department be reduced to its former level, and 
general money prices in all other departments 
of production elevated to their original amount. 



CHAPTER XVIII. 

A transference of capital supposed from agriculture 
to other departments — the rate of profits still 
self-reffulated. 

BOOK ra. We now return to our argument that the rate 
of profits in agriculture, or that department 
which fiimiflhes the food of the great body 
of the people, is selfreguUxted^ and cannot, as in 
other departments, be raised or depressed by 
artificial means. And in order farther to prove 
and illustrate this, let us reverse the example 
we formerly gave, and suppose that, instead of 
additional capital beuig transferred to land, a 
part of the existing capital employed in agri* 
culture is withdrawn from that department. * 

The effect of such a withdrawal of capital 
must of course be to abridge the supply of com, 
and thereby to raise its market price. The 
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money value of com will be higher than it was chap. xnn. 

before, because the supply of com is now less 

in proportion to the money in circulation than 

it was before. The value of labour, estimated 

vDk com (or corn-wages) will be less than before, 

but the money value of labour (or money wages) 

will be neither elevated nor depressed ; for the 

supply of labour, by the supposition, is neither 

less nor greater in proportion to the money in 

circulation. The labourer receives exactly the 

same money wages, though these wages give him 

less command over food than formerly, while 

the cultivator receives a higher money price 

for his com, in consequence of the diminished 

supply. Hence there is, for a time, a rise of 

agricultural profits. 

Now this state of things either will be per- 
manent, or it will not; and let us, as we did 
in the opposite case, trace the result either 
way: — 

1. If the rise of profits consequent on the 
change in the market price of com aitracl hack 
the capital which we suppose to have been with- 
drawn, then the supply of com will be again 
increased, and prices and profits in that depart- 
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BooKui. ment will be reduced to their fonner level 
But, 

2. Although the capital withdrawn from agri- 
culture be not again transferred to that depart- 
ment, profits, by a self-reguhting process, the re- 
verse of that abeady described, will fall to their 
original level, and cannot by any artificial 
means whatever be kept permanently above 
that level; for the following effects must of 
necessity result : The money value of com being 
raised, by reason that the supply of that com- 
modity is diminished in proportion to the 
money in circulation, and the money value of 
l(d)our not being raised, by reason that the supply 
of labour bears tie same ratio as fonnerly 
to the money in circulation, labourers in all 
departments have a diminished command over 
food. But this diminished command over the 
means of subsistence will, according to the 
principles already stated, be followed by a reduc- 
tion of numbers — ^by a reduction of the supply 
of labour ; and this check to population will 
continue to operate till the money price of labour 
be as much raised above its former rate as the 
money price of corn has been ; and the former 
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ratio of population to food, of labour to com, chap. xvm. 
being thus restored, the labourer will regain his 
former command over food. 

But the moment this result takes place, the 
former ratio between the cultivator's outgoings 
and returns, in other words, his former rate of 
profits, is restored. The money price of 120 
quarters of wheat was raised, perhaps, by the 
contraction of the supply from L.186, IBs. to 
L.373, 16s. ; but the money price of labour, by 
the consequent reduction of numbers, is also 
now raised from L.155, 15s. to L.311, 10s. 
The difference or rate of natural profits is in 
either case exactly 20 per cent. 

This rise of the money price of labour wiU 
cause a temporary depression of the rate of 
profits in the various departments of manufac- 
tures. The manufecturer will, consequently, 
bring less of his commodity to market, till, 
through the contraction of supply, the money 
value of his product is raised, and the former 
ratio between the money value of the product 
and the money value of the labour employed 
on production will be restored at that point at 
which the difference between the value of the 



188 PHILOSOPHY OF TRADE. 

BooKiu. manufacturer's returns and outgoings is equal 
to the ordinary rate of prpfits. 

Again, when the money price of labour is 
thus raised, the profits of the miner, or pro- 
ducer of the material of money, must also be 
greatly reduced. But this rise of money wages, 
and consequent fall of mining profits, will repel 
capital from mining undertakings, till, through 
the wearing out of the existing supply of the 
precious metals, or their consumption in the 
arts, the circulation will be reduced, and the 
money value of labour will be also reduced so 
far^ that money wages shall be no higher than 
they were before these changes began to oper- 
ate. At this point mining profits, and also 
general money prices will regain their original 
level This will be the effect, at least, if the 
supply from the mines be neither more nor less 
abundant in proportion to the cost of produc* 
tion than before. If the supply be more abun- 
dant, the money price of labour and all things 
wiU be higher; if less abundant, lower, than 
before; but the rate of profits in all depart- 
ments will be the same. 



CHAPTER XIX. 

Profits — hov)^ and to what extent^ influenced by the 
substitution of machinery for direct human 
labour. 

The consideration that machinery, ss well as ^^^- "^• 
direct human labour, is employed in the vari- 
ous departments of production, does not alter 
the conclusions at which we have arrived with 
respect to the mode in which profits are regu- 
lated and adjusted. Nor are these conclusions 
changed or modified by the farther considera- 
tion that the machinery so employed may be of 
various degrees of durability. 

The producer, who employs machinery, must 
have such returns fi*om the sale of his com- 
modity as shall not only be equal to the 
ordinary rate of profits on the original cost of 
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BOOK in. the machines, but as shall be sufficient to keep 
those machines in repair while they last, and 
replace them when worn out, or he cannot con- 
tinue his trade. But if the rate of profits in 
all departments biU one be, as we have attempted 
to show, the result of an artificial adjustment, 
the manufacturer who emplo3r8 madiineiy will 
always limit the sapply of his commodity, so 
that the price shall yield him the requisite 
return. 

It must never be forgotten that all subjects 
of exchange, and machinery among the rest, are, 
directly or indirectly, the produce of human 
labour. Did the manufitcturer who employs 
machinery himself maintain labourers to make 
and repair his own machines, it would at once 
be seen that his profits were dependent on the 
price of labour, and it would be seen that in 
proportion as his machines were more or less 
complex, or more or less durable, he must 
maintain a greater or smaller number of such 
labourers. But that he purchases these ma- 
chines fi*om others, who employ capital in the 
maintenance of labour, does not substantially. 
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or indeed at all, alter the state of the matter, chap. xix. 
K we are right, therefore, in our other conclu- 
sions, it is altogether unnecessary to say any 
thing more upon this part of the subject. 
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OF RENT. 



CHAPTER I. 

Proposed mode of treating the mbject 

Wb have now arrived at that stage in the pro- chap. i. 
gress of society at which we may imagine all 
the best land of the supposed country, that is, 
the land which yields the greatest return in 
proportion to the expense of working it^ to be 
fully cultivated, and when, consequently, it has 
become necessary to have recourse to land of 
inferior productiveness, in order to meet the 
growing wante of an advancing population. 

Let us now proceed, therefore, to the con- 
sideration of the important subject of Rent. 
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BOOK IV. And, to save perplexity, it may be proper in 
this place to consider exclusively the laws 
which regulate the rent of comrland^ or that 
land which produces wheat, or whatever else 
constitutes the food of the great body of the 
people, laying aside altogether, for the present, 
the consideration that land, even in its natural 
and uncultivated state, produces grass for 
cattle, wood, and other products possessed of 
exchangeable value. 

We shall afterwards take a larger and more 
complex view of the subject; but in the next 
chapter we must be understood to regard land 
as capable of producing com, and nothing else. 



CHAPTER II. 

Theory of Rent and Profits — equal capitals being 
applied to two or more soUs of unequal prodvc- 
tioenesSj Profits are measured by that portion of 
the gross produce of the least productive soU 
which remains to the cultivator after replacing his 
capital — and the Rent of each of the superior soils 
is measured by the difference between the product 
of each of these soUs respectively and the product 
of the least fertile land. 

Let it be granted that there is in the country chap. n. 
supposed (what there is in reality in every coun- 
try) different soils of varjdng fertility, which we 
shall distinguish as Nos. 1, 2, 3, 4, &c. ; and 
that, with a uniform outlay of 100 quarters of 
wheat, No. .1 yields an average return of 160 
quarters ; No. 2, a return of 150 quarters ; No. 3, 
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BOOK IV. a return of 140 quarters ; No. 4, a return of 
130 quarters ; and so on. 

When the wants of society and the increase 
of population demand the cultivation of No. 2, 
the cultivator of that inferior soil will find that 
his return is less in proportion to the expense of 
cultivation than that from No. 1, by 10 quar- 
ters, or 10 per cent, on his capital. The capital 
employed on each of these soils is, by the sup- 
position, 100 quarters of wheat ; but the return 
from that employed on No. 1 is 160 quarters, 
while the return from that laid out on No. 2 is 
only 150 quarters, so that the surplus produce 
in the first case is 60 per cent* on the outgoings, 
in the second 50 per cent., and cannot by hypo- 
thesis be more or less in either case. 

But it has been already shown that there 
cannot in the same country and at the same 
time continue to be two unequal rates of profit ; 

* It might have been better, perhaps, because more in 
keeping with the actual state of things, to have stated per 
Rentage profit^ as 20, 15, 10, &c., instead of (as in the sub* 
sequent chapters of this book) 60, 50, 40 per cent This 
does not affect the reasoning however; and it will be recol- 
lected that the argument still has reference to the large re- 
turns df a country recently entered upon. 
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and hence it is abundantly evident that to the chap. u. 
cultivator it must be a matter of pure indiffer- 
ence whether he lay out a capital of 100 quar- 
ters of wheat on No. 2, with a return of 150 
quarters, or give 10 quarters for liberty to cul- 
tivate No. 1, with a return of 160 quarters. 
The difference then between the return from 
No. 1 and that from No. 2, or 10 quarters, is 

the RENT of No. 1. 

Society still advances, population still in- 
creases, and the inferior soils, Nos. 8, 4, &c., are 
successively brought under cultivation, each 
with a smaller return in proportion to the capi- 
tal employed, which we still suppose equal to 
100 quarters of wheat. 

When cultivation has reached the land No. 2, 
and proceeded no farther, that land will yield 
no rentj but it will yield 50 per cent, profits ; 
while No. 1 will also yield 50 per cent, profits, 
and a rent of 10 quarters. 

When the land No. 3 comes to be cultivated, 
that land will yield 40 per cent, profits, but no 
rent; No. 2 will yield 40 per cent, profits, and 
a rent of 10 quarters; and No. 1 wiU yield 40 
per cent, profits, and a rent of 20 quarters. 
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BOOK IV. Lastly, when the land No. 4 is reached, that 
land will yield m> rentj but 30 per cent, profits ; 
No. 3 will yield 30 per cent, profits, and a rent of 
10 quarters ; No. 2 will yield 30 per cent, profits, 
and a rent of 20 quarters ; and No. 1 will jdeld 
30 per cent, profits, and a rent of 30 quarters. 

In all these cases, if the ordinary or usual rate 
of profits in all departments of production be 
regulated by the surplus produce of the last cul- 
tivated and least fertile land (a thing, however, 
yet to be proved), it becomes a matter of abso- 
lute indifference to the cultivator whether he 
employ a capital of 100 quarters of com in cul- 
tivating No. 4, with a return of 130 quarters, 
paying no rent, or pay a rent of 10 quarters for 
permission to cultivate No. 3, with a return of 
140 quarters ; or a rent of 20 quarters for per- 
mission to cultivate No. 2, with a return of 
150 quart>ers ; or a rent of 30 quarters for per- 
mission to cultivate No. 1, with a return of 160 
quarters. 

Hence it will follow that the least productive 
land yields a rate of profits exactly equal to the 
difference between the produce of such land and 
the cost of production; that all the superior 
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soils yield the same rate of profits ; and that ecuJi chap. n. 
of the soils, Nos. 1, 2, and 3, yields, over and 
above the ordinary profits, a bent exactly equal 
to the difference between the produce of each 
and the produce of No. 4. 

Hence it will also follow that at every step 
in the descent of cultivation profits will fall, 
and rent will rise to an exactly corresponding 
extent, a part of what was formerly profits 
being at every such step converted into rent. 



CHAPTER III. 

Egtiai capitals being successively applied to the same 
soil with unequal returns^ Profits are measured by 
that part of the gross return from the least pro- 
ductive portion of capital which remains to the 
cultivator after replacing that portion; and Rent 
is measured by the difference between the gross re- 
turn from each of the other portions of capital^ and 
the gross return from the least productive portion. 

BOOK IV. The conclusions of the last chapter would not be 
altered, although, instead of a gradation of soils, 
we should suppose a country to have only one 
quality of land, if every successive application 
of additional capital to such land were accom- 
panied with a diminished return. 

If from the first applied capital of 100 quar- 
ters, for example, there was an average return 
of 160 quarters; from the second 100 quarters 
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a return of 150 quarters; from the third a chap. m. 
return of 140 quarters ; from the fourth a re- 
turn of 130 quarters, and so on ; the return to 
the last applied and least productive portion of 
capital would regulate profits, which would in 
that case be 30 per cent. ; — ^the profits on all the 
other portions of capital would be 30 per cent., 
and the rent would be equal to the difference 
between the produce obtained from each of the 
portions of capital applied and the produce of 
the fourth portion. 

For, profits being regulated by the return from 
the least productive portion of capital, it is a 
matter of indifference to the cultivator whether 
he employ the fourth portion, with a return of 
130 quarters, paying 7^ rent ; or the third por- 
tion, with a return of 140 quarters, paying a rent 
of 10 quarters ; or the second portion, with a re- 
turn of 150 quarters, paying a rent of 20 quar- 
ters ; or the first portion, with a return of 160 
quarters, paying a rent of 30 quarters. 



CHAPTER IV. 

Tlua -rent is paid became earn is high" is a 
failacy — a higher money price of com not a 
cause of higher rentj or a condition of extended 
cidHvationj hut an accidental effect of a fall of 
profits — Effects of a fall of natural profits, 

BOOK IV. Hitherto we have taken it for granted that or- 
dinary profits in aU departments are regulated 
by the return obtained from the least produc- 
tive land, or (which is the same thing in effect) 
by the return obtained from the least produc- 
tive portion of capital applied to superior land ; 
but this must be proved^ and the more so, as I 
shall here venture to differ from the distin- 
guished advocates and supporters of the theory 
of rent first propounded — in its modern fonn 
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at least — ^by Mr Malthus and Sir Edward West^* chap. iv. 
who mamtain that com is not high hecavse a rent 
is paidj which is true, for rent never enters into 
or influences price, but that a rent is paid be- 
cause com is highjf which is a fallacy, for it can 

* Mr M'CuUoch has claimed for his countrymaiiy Dr 
James Anderson, the honour of being the earliest expounder 
of the real nature and origin of rent ; and an extract given 
by Mr M'Culloch from Anderson's long-forgotten pamphlet 
{An Inquiry into the Nature of the Com Lau)s\ proves In- 
contestably that he broached in 1777 the very same theory 
which has since become so celebrated. — See, on this subject, 
Mr M'Culloch's curious and elaborate catalogue of books and 
authors; with historical, critical, and biographical notices, 
entitled Literature of Political Economy (p. 68), — ^a work 
which is not only a useful and seasonable contribution to the 
science, but is in £Eu;t the hett history of its rise, progress, 
and present state* 

f Mr Malthus compares the soil to a great number of 
machines, all susceptible of continued improvement by the 
application of capital to them, but yet of very different 
original qualities and powers. " The price of rata produce,^ 
he says, '^ naturally rises tiU it become sufficiently high to pay 
the cost of raising it with inferior machinesj and by a more 
expensive process ; and as there cannot be two prices for 
com of the same quality, all the other machines, the working 
of which requires less capital compared with the produce, 
must yield rents in proportion to their goodness." {Inquiry 
into the Nature and Progress of Bent, p. 36.) And again, 
" As the price of rate produce continues to rise, these inferior 
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BOOK IV. be demonstrated that every rise of rent, and 
every fall of profits, is caused solely by the 

machines are succeisively ccdled into action ; and as the price 
of faw produce continttes to iaU, they are succeanvely thrown 
out of action, llie illustration here used serves to show at 
once the necessity 'of the actual price of com to the actual 
produce, and the different eflfect which would attend a great 
reduction in the price of any particular manufacture, and a 
great reduction in the price of raw produce.'* {lb. p. 37.) 

Various considerations unite to show the follacy of this 
view of rent. (1.) It is inconsistent with plain historical 
facts, for it has already been shown {ante, Note to Book IL 
ch. 7) that the average price of com during the 18th century 
did not exceed the average price of the 17 th by more than 
fivepence arquarter, while every one knows how much the 
rent of land has risen,.and the profits of stock, as indicated 
by the interest of money, have fallen, during the same period. 
(2.) That the descent of cultivation is preceded by a rise in 
the price of raw produce, as a necessary condition of that 
descent, is a position inconsistent with the view of profits 
ebewhere given by Mr Malthus himself, for that author 
represents profits as limited by the productiveness of the 
land last taken into cultivation. {Principles of Political 
Economy^ 2d edition, p. 281.) Now, were it true that the 
money price of com always rises before the descent of culti- 
vation, the rate of profits never could fall, for the farmer, to 
his great comfort, would find that whatever he lost in quan- 
tity was made up to him in value. The contradiction, 
therefore, is quite obvious, for soils of inferior productive- 
ness, according to Mr Malthus, will not be subjected to the 
plough till the money price of com rise sufiiciently high to 
enable the produce of such soils to yield to the cultivator his 



OF BENT. 207 

diminishing returns obtained from capital ap- chaf. iv. 
plied to land, and that a rise of the money price 
of com is an effect^ and not a necessary and 
constant, but an adventitious and accidental 
effect, of the fall of general profits. 

Were this part of " the theory of rent" cor- 
rect, the ordinary rate of profits could never fallj 
for what the cultivator lost in qua/niity by a de- 
scent to a less productive soil would be made 
up to him in pricey while the landlord would 
have not only a greater corn-rent at every step 
in the progress of agriculture, but that increased 
corn-rent would fetch him a greater money 
price. 

fonner rate of profits, while, according to the same author, 
the necessity for cnltiyating such soils is itself '' the limiting 
principle of profits." If the cultivation of inferior soils be 
the cause of limiting profits, nothing can be clearer than that 
the nudinienance of profits cannot be a condition of such soils 
beitig coltivatecL (3.) The doctrine of ike necessity of the 
achud price of com to the actual producCj as laid down by 
Mr Malthus, is not only plainly contradicted by facts, and 
opposed to other parts of his system of political economy, 
but is quite inconsistent, as I have endeavoured to show in 
the text, with a just theory of rent and profits. I have 
there endeavoured to prove that the higher money price of 
com, instead of being the cause, is the consequencey though 
not the necessary consequence, of a descent to inferior soils. 
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BOOK IV. Nor could the diminished fertility of the soil 
last brought under cultivation regulate, much 
less Kmity the ordinary rate of profits, did the 
mairUenance of that very rate of profits consti- 
tute a precedent condition of the cultivation of 
such soils. 

Mr Rlcardo and his followers, who have 
adopted this theory, account for the constant 
and progressive faU of profits by assuming a 
«>nl..!nd pr<«re»iveL of the money price 
of labour, and this higher price of labour they 
represent as the consequence of the diminishing 
productiveness of land. They assume that there 
exists somewhere or other a power extrinsic to 
agriculture, which fixes the rate of profits, and 
that before inferior soils can be brought under 
cultivation, the money price of com must rise 
so high, and continue so high^ as to yield this 
assumed rate of profits ; and it is not alone the 
diminished productiveness of land, but the in- 
creased price of labour^ caused by this diminished 
productiveness, which according to them is the 
specific cause of the fall of profits. 

We now proceed to inquire how the rate of 
profits is affected by the descent to inferior soils ; 
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and here it is necessary to revert to the consid- cau». iv. 
eration that it is the pressure of population on 
the means of subsistence, the tendency of popu- 
lation to go beyond these means, which causes 
successive additions to be made to the food of a 
country. 

The multiplication of numbers, as we have 
seen, goes on tiU the best land (No. 1) is fuUy 
cultivated ; but it does not stop there — ^it tries 
to go beyond that point. Hence the market is 
more abundantly supplied with labour than it 
was formerly, and labour, consequently, whether 
its value be estimated in money or in com, be- 
comes cheaper. There is as yet no more com 
and no more gold in the market ; but there is. 
more labour. The labourer struggles to main- 
tain his standard of comfort and his fomier 
habits of Uving ; but there being no more com, 
and a greater population to feed, each labourer 
must receive less com than he did before, or a 
part of the population must starve. At the same 
time, there being no addition to the amount of 
the circulation, money wages must fall ; so that 
at the moment when it becomes necessary to 
divide the same supply of com among a greater 

o 
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BOOK IV. number, each man's command over food is pro- 

portionately circumscribed. 

But this temporary reduction of the price of 
labour necessarily causes a temporary elevation 
of the farmer's profits : the sameTork which 
formerly cost him 100 quarters of wheat he can 
now, we may suppose, have done for 93 or 94 
quarters ; and when the price of labour is so 
reduced, the farmer will be content to cultivate 
land which yields him a proportionaUy smaUer 
return. When cultivation had not extended 
beyond No. 1, there was no rent, and the far- 
mer's profits were 60 quarters or 60 per cent. 
Land No. 2 jdelds, by the supposition, only 150 
quarters, with the same expenditure of labour 
which produced 160 quarters firom No. 1 ; but 
a return of 150 quarters from 93f quarters 

* makes the rate of profits 60 per cent. Land 

No. 2 is accordingly now cultivated, and the re- 
quired addition to the supply of com is produced 
and brought to market. 

Now mark the consequence of this. The mo- 
ment the demand of the additional population 
is met and saHsfied^ corn-wages return to their 
former rate. We had formerly only more la- 
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bour; now we have more com as weU as labour, chap. iv. 
— stiU no addition to the circulation. Labour 
is cheaper, but com is also cheaper ; and the 
money price of holh having fallen, the labourer 
has reacquired his former command over food. 
The money price of both the product and out- 
goings of the cultivator has been equalized^ for 
though both have fallen, they have fallen in an 
equal degree ; and the difference between the 
cost and product, whatever it be, is the new rate 
of profits. 

It must be so, on the principles already de- 
monstrated, without any reference to the con- 
sideration of money ; for by the increased supply 
of com which now meets the increased supply 
of labour, the former ratio of food to population 
is restored, and the value of labour, estimated 
in com, and of com, estimated in labour, is 
brought back to its former amount. 

Had there been no land to cultivate but No. 1, 
this ratio must also have been restored, but in 
a different way: it would then have been re- 
stored by a reduction of the numbers of a half- 
starved people continuing to struggle with in- 
adequate means of subsistence, that is, by a con- 
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BOOK IV. traction of the supply of labour ; but there 
being more land, the former ratio is restored by 
such an increase of the supply of com as 
affords to each labourer his former command 
over food. 

But in consequence of this readjustment of 
food to population, of com to labour, the far- 
mer's outgoings are now raised from 93f to 100 
quarters, while his return cannot exceed 150 
quarters, and profits are consequently reduced to 
50 quarters, or 50 per cent, both on land No. 2 
and land No. 1 ; for although the latter yields a 
return of 160 quarters, 10 quarters go off as rent 
to the landlord. 

But the same process of change which we 
have described as taking place in agriculture 
must have been felt in all the other departments 
of trade and production. In mining — ^to revert 
to our former illustration — ^the money price of 
labour must have fallen at the same time that 
it fell in agriculture, and to the same extent, 
and from the same cause, namely, an expansion 
of the supply of labour without a corresponding 
expansion of the circulation. 

Before this change began to operate, when the 



1 
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ciilliyator's profits were at 60 per cent., no one chap. iv. 
who laid out a capital equal to 100 quarters of 
wheat in maintaining mining labour, and ob- 
tained from that capital a return of 4 troy lbs. 
of standard gold, equal at the mint to L. 1 86, 1 8s., 
would exchange that sum for less than 160 j 

quarters of wheat, for by employing the same 
capital in agriculture, he could by the supposi- ' 

tion have obtained 160 quarters. Nor would 
the agriculturist give more than 160 quarters for 
L.186, 18s. ; for, by transferring his capital of 
100 quarters to mining, he could have secured 
a return of L.186, 18s. 

In these circumstances, the money price of a 
quarter of wheat would be about 23s. 4^d., 
and the money value of the capital would 
be . . . L.116 16 3 

And the farmer's profits 60 quarters, 

60 per cent., or . . . 70 1 9 



L.186 18 

But after the change we have supposed — after 

the numbers of the population have increased, 

and the value of labour, whether estimated in 

com or in money, has been reduced by the aug- 
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BOOK IV. mented supply — ^the miner can probably, with a 
capital of only 93| quarters, or about L.109, 10s., 
procure the same quantity of gold — (4 lbs. troy 
or L.186, 18s.) — ^which he before obtmned by 
the outlay of a capital of 100 quarters, or 
L.116, 16s. 3d. His profits, therefore, are also 
temporarilv raised, and the former check to the 

degree relaxed, more gold is sent into circula- 
tion, and the increase goes on till wages are 
again raised fi*om L.109, 10s. to L.116, 168. 3d. 
At this point the rrumey value of the rww aug- 
mented supplies hoih of com and labour haa 
reached exactly its former elevation; but whether 
the enlargement of the circulation will stop at 
this point, or go farther, or not so &r, depends 
upon anotiier consideration, namely, whether the 
supply of gold now obtained fix>m the mines, 
compared with the supply obtained before the 
change, is as abundant, or more or less abun- 
dant in proportion to the capital employed.* 

* Mines, like land, generally yield a rent to their owner. 
Equal capitals being applied to two or more mines of unequal 
fertility, profits are measured by that portion of the gross 
produce of the least fertile mine, which remains to the miner 
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We have supposed the produce of the mines chap. iv. 
to be at the rate of 4 troy lbs. of standard gold, 
or L.186, 188. for every 100 quarters of wheat, 
or L.116, 16s. 3d., employed. We have ferther 
supposed the increase of population to have re- 
duced the price of labour below L.116, 168. 3d., 
or to about L.109, lOs., and the rate of mining 
profits, in consequence, to have been temporarily 
raised, and the supply of gold enlarged. 

Now, if the supply obtained from the mines 
be as abundant afiber as before the change, min- 
ing profits win be at 60 per cent, even after 
the price of labour has been brought up to 
L.116, 16s. 3d., and mining profits will not be 
reduced to 50 per cent, till the money value of 
100 quarters of wheat reach L.124, 12s. In this 
case, therefore, a rise of the money value of com 
and labour will be the effect, but the accidental, 
not the necessary effect, of a rise of rent and a 
fall of profits ; for if the supply from the mines 
should be more abundant, the money value of 

after replacing his capital ; and the rent of each of the more 
productive mines is measured by the difference between the 
product of each of these mines respectively^ and the product 
of the least fertile mine. 
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BOOK IV. com and labour will rise stiU higher, or if that 
supply should be less abundant, the money value 
of com and labour will fall still lower^ than be- 
fore the fall of profits. It will, in the one case, 
continue to rise, or in the other case to fall, till 
the price of mining labour be so high as, when 
deducted firom the product, to leave only the 
ordinary rate of profits to the miner. 

But the important thing to be noted is, that 
under aM possible Jluctu^itwns of the value of 
money, the rate of agricultural profits will not 
be permanently affected, inasmuch as the money 
value of the cultivator's product cannot be either 
raised or depressed without a corresponding and 
contemporaneous elevation or depression of the 
money value of his outgoings. 



CHAPTER V. 

FdU of natural profits farther considered — no trans- 
ference of capital from agriculture to other de- 
partments can permanently raise agricultural pro- 
fits while the least productive land continues to he 
cultivated^ but such transference wUl reduce profits 
in other departments to the level of natural profits. 

An increase of populatix)!!, an augmented supply chap. v. 
of labour, which has been shown to be the cause " 

of inferior land being brought under cultivation, 
will temporarily elevate profits, not only in agri- 
culture, but in every department of production. 
But when the rate of the manufacturer's profits 
is above 60 per cent., and the profits of agricul- 
tureare at the same time sinking to 50 per cent, 
will not capital it may be asked, be withdrawn 

profitable emplo)Tnents ? The answer to this 



218 PHILOSOPHY OF TRADE. 



BOOK IV. is — Suppose capital tobe oo transferred, and ob- 

serve what the immediate consequence win be. 

Keep in mind that the original cause of the change 
was an increase of population, cm addition to the 
supply of labour^ which has sunk its price, and 
temporarily elevated profits. This temporary ele- 
vation of profits has necessarily caused a re- 
adjustment of money (be the supply fi*om the 
mines great or small) to the enlarged supplies 
of com and labour. 

Now, if in these circumstances capital be 
withdrawn yhwi agricvkwrej and transferred to 
manufactures, mining, or any other depart- 
ment, the immediate consequence must be a 
diminished supply of cpm and a rise of its 
money price. But if this high price be continued^ 
we have already seen what the consequence 
will be : — ^the continued high price of food will 
continue to deprive the labourer of a part 
of his subsistence, to diminish his comforts, to* 
hinder him firom marrying aiid adding to the 
numbers of the people, while the existing 
popuktion iB dying out and dbappearing at 
the usual rate, — ^in short, to check population, 
to abridge the supply of labour, till by the 
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operation of this cause, the price of labour chap. v. 
shall so rise as to reduce profits to the new" 
natural rate of 50 per cent. 

If the principles on which we have based 
the argument be sound, or rather if the fa/As 
on which that argument rests be admitted, 
the supply of com cannot be permanently 
limited without checking population, and limit- 
ing the supply of labour, and therefore the 
price of com cannot be permanently elevated 
without elevating the price of labour to a cor- 
responding extent, that is, without restoring the 
former ratio of population to food, of labour to 
com, and bringing back profits to their natural 
rate. 



CHAPTER VI. 

In a country dependent on its own agricultural 
resources^ nothing hut depopulation arising from 
extrinsic causes wiU throw the host producHve 
land which has been cultivated^ out of cuttivaiion. 

BOOK IV. But let us, it may be said, extend the hypo- 
thesis still farther — ^let us suppose the capital 
withdrawn from agriculture to be perseveringly 
withheld — ^let us suppose the cruel experiment 
to be tried and persisted in, of limiting the 
supply of food until all that part of the popula- 
tion which is maintained upon the produce 
of land No. 2 is again swept away, and popula- 
tion brought back to its original limit — and 
it is asked whether, in such circumstances, 
agricultural profits will not again rise per- 
manently to 60 per cent. ? 

Now, the best mode of disposing of this 
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question is to show the case supposed to be chap.vi. 
impossible. War, bad government, or other ex- ' 

temal causes may certainly diminish or check 
population, and throw inferior land out of 
cultivation (and this is probably the case of 
Spain and other countries at this moment) ; but 
an arbitrary limitation of supply^ for ike purpose 
of enhxmcing prices and profits^ never can. This 
is demonstrable. For the circulation having 
been adjusted to the enlarged supply of labour 
and food, you cannot limit to a considerable 
extent the supply of com, without instantly 
causing a great and feverish rise in the money 
price of that commodity. Com differs from 
aU other commodities in this respect, that every 
man must have his daily share of it, though at 
the expense of every other enjoyment. All 
that a man hath mil he give for his life — ^for his 
food. The price of com, therefore, in the circum- 
stances supposed, wiU rise instantly and greatly, 
and the temporary profits of the farmer will 
riBe m the le prpitio,, a^d for . time 
much exceed the rate of profits in any other 
department ; the capital just withdrawn wiU be 
instantly attracted backj and the supply of com 



222 PHILOSOPHY OF TRADE. 

BOOK IV. y^ be again enlarged to its former magnitude. 
But the moment this happens^ the supply is ag^ 
equal, and no more than equal, to the demand 
— ^the proportion between the food raised on 
No. 2 and the population, as recently increased, 
is restored ; the former ratio of the whole food 
to the whole population is restored ; the former 
ratio of both com and labour to money is re- 
stored; and the natural rate of profits again 
settles at 50 per cent. This must ever be the 
result. After population has advanced, you 
must go on, you cannot go back, and there- 
fore it is unnecessary to speculate farther on the 
effects of such a retrograde movement. 

The following is a summary of the proposi- 
tions which we have attempted to establish, 
viz. ; — 

Firstj That when all the most productive 
land (No. 1) is fully cultivated, a recourse to the 
soil next in fertility (No. 2) is inevitable, owing 
to the temporary elevation of profits caused by 
the reduced value of the labour of an augmented 
population. 

Second^ That when recourse has once been 
had to the inferior land (No. 2), every attempt 
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to throw that land again out of cultivation 
must be rendered nugatory by the rise of the price 
of com attractinfi: back any portion of capital 
tht has been mSxtawn from^griculture. 

Thirdy That two unequal rates of profit can- 
not continue to co-exist at the same time and 
place. 

Fourth^ That the profits of agriculture cannot 
be more or less than equal to the surplus 
produce of the least productive land under 
cultivation, or the surplus return firom the least 
productive portion of capital applied to land. 

Fifths That common or average profits in all 
other departments of trade and industry are 
regulated by the profits of agriculture. 



CHAP. VI. 



CHAPTER VIL 

Principles which regyhte the natural rate of Profits 
in a country wholly dependent for the subsistence 
of its population on imported com^ andin a coun- 
try dependent partly on home and partly on 
foreign supplies of food. 

BOOK IV. The conclusions at which we have arrived with 
respect to profits will hold, though we suppose 
the labour of a country to be maintained, not on 
com grown at home, but exclusively on com 
imported from abroad. 

The foundation of all commerce is barter, and 
foreign trade is nothing else than an exchange 
of commodities. Where a country has no com 
of its own, therefore, the requisite supplies can 
be obtained only by exchanging the products of 
its labour for the products of the land and labour 
of a corn-growing country. Suppose that an 
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inhabitant of a country so situated, possessed of chap. vii. 
a capital equal, as in the former case, to 100 " 

quarters of wheat (for although the country, 
by the supposition, produces no com, a certain 
amount of food, however obtained, must be pro- 
Tided hefcyre industry can be set to work), em- 
ploys that capital in maintaining labourers in 
the working up of commodities for foreign 
markets, in transporting these commodities, 
exchanging them for foreign com, and in bring- 
ing that corn home ; that the return from the 
capital so employed is 140 quarters of wheat ; 
that every one who chooses to employ a similar 
capital in the same trade may have the same 
return ; and that no one can obtain a greater 
return. Profits in this department of trade 
will, in these circumstances, be 40 per cent. ; 
and this will be the natural and regulating rate 
of profits. For it has been already shown that 
no other producer employing the same capital 
of 100 quarters in any other department of 
trade, would, under such circumstances, ex- 
change his product for less than 140 quarters ; 
and as, according to the principles formerly 
explained, no transference of capital to or from 

p 
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BOOK IV. agriculture (in a com-produdng country) can 
permanently elevate or depress profits in that 
department, so neither, where the whole supply 
o{ com is procured through the medium of 
foreign trade, will any transference of capital 
to or from that department permanently raise 
or lower the rate of profits. That rate is self- 
regulated, because population, or the supply of 
labour, accommodates itself to the supply of 
com, and com will equally create a market for 
itself, and regulate the quantity, and through 
the quantity the price, of labour, whether that 
com is purchased with the products of manu- 
factures, or is produced directly by agricultural 
labour. 

When the population of a corn-importing 
country is as great as can be maintained upon 
such supplies as can be procured from the 
nearest and most abundant foreign markets, 
recourse must be had to other markets, less 
accessible, or more scantily supplied. The 
labour necessary to procure com from such 
markets will, of course, be greater in proportion 
to the return. If the return from the more 
distant market be only 130 quarters for every 



1 
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100 quarters employed, the amount of exports chap, vil 
to the nearer and better supplied market will 
be increased, although this increase of supply 
in te market 1« rtlded witi> . dimin.tion .J 
their value. If after such increase the exporter 
can procure 135 quarters from l^e nearest mar- 
ket, he will rather send his goods thither than 
send them to the more distant market with a re- 
turn of only 130 quarters, and he will send more 
and more goods to the nearest market, till the in- 
creased supply lower the value of such goods in 
relation to com. This increase of exports will 
go on, till the goods produced by a capital of 
100 quarters wiH exchange in the nearer mar- 
ket for no more than 130 quarters, at which 
point the increase will stop, for it then becomes 
a matter of indifference to the exporter from 
which of the two markets he procures his 

supply. 

Natural profits will now be reduced to 30 
per cent. ; and the amount of the circulation, 
and the supply of aU conmiodities, will be ad- 
justed in the way already pointed out. After 
the increase of population has forced a recourse 
to the more distant and dearer market, we can 
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BOOK IV. no more fall back on the nearer and cheaper 
market, as the exclusive source of supply, than, 
in the case of a gradation of soils, we can fall 
back on No. 1 after having had recourse to 
No. 2. A certain supply of com is wanted for 
the augmented numbers of the people, and if 
this supply cannot be obtained at the rate of 
140 quarters for every 100 quarters employed, 
profits must fell below 40 per cent. The country 
which affords the nearest market will benefit by 
this, inasmuch as it will thereby obtain an in- 
creased quantity of the goods of the corn-im- 
porting country in exchange for the former 
quantity of com, but profits wiU always be 
regulated by the return obtained under the most 
disadvantageous circumstances. If the reasoning 
of the preceding chapters be correct, therefore, 
the regulating principle of profits is the same, 
whether a country grows or imports its com. 

But another case remains to be examined, 
and a more difficult question to be solved. — 
Suppose the labour of a country to be main- 
tained, partly on home-grown, and partly on 
imported, com ; and suppose the cultivation of 
such a country to have reached the land No. 4, 
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or land which, -with an outlay of 100 quarters, chap. vn. 
yields a return of 130 quarters ; that the im- 
portation of foreign com has hitherto been 
effectually prohibited ; but that there are 
foreign markets at no great distance, whence, 
with the same capital of 100 quarters, a return 
as great as from the land No. 3, or 140 quarters, 
can be obtained; and that at length all legal 
restraints are removed, and a free importation 
of foreign com is allowed. 

This would be exactly the same thing in 
effect as if a more fertile and productive tract 
of land (land equal to No. 3) were discovered, 
after the inferior soil No. 4 had been entered 
upon. The effect of such a discovery might be 
to throw No. 4 out of cultivation, and raise 
profits from 30 to 40 per cent. The same effect 
would follow from any improvement in agri- 
culture which should have the effect of increas- 
ing the produce of land without a corresponding 
increase of the capital and labour employed in 
raising that produce. On the same principle, 
if by procuring our supplies from abroad we 
obtain a greater proportionate return, natural 
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BOOK IT. profits will be raised. No man, for example, 
will devote 100 quarters to the cultiyation of 
land No. 4, with a return of 130 quarters, when, 
by employing the same capital in working up 
exports, he can procure 140 quarters from an- 
other country. The land No. 4 in that case 
would be thrown out of cultivation, and as 
much com would be imported as was required 
for the subsistence of the population formerly 
maintained on No. 4 ; but, until population in- 
creased, the importation of com would not ex- 
ceed this, for it would still be a matter of in- 
difference to the capitalist whether he employed 
a capital of 100 quarters in cultivating No. 3, 
or in working up commodities to be exported 
in exchange for foreign com. The former de- 
mand would be met and satisfied ; but importa- 
tion would not go beyond this without an in- 
crease of population, for at this point the former 
ratio of com, both to labour and money, would 
be restored. 

Whether the importation of foreign com will 
throw part of the land of a country out of cul- 
tivation, must always depend upon the fad^ 
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whether a greater proportionate return in com chap. vn. 
can be obtained from a given capital employed 
in domestic agriculture, or in the production of 
commodities for the purchase of foreign com. 
Whether the land No. 4, in the case supposed, 
would or would not be brought again under cul- 
tivation, would depend on whether sufficient 
foreign supplies could or could not be obtained, 
on more advantageous terms, to meet the wants 
of the advancing population. If it became ne- 
cessary to have recourse to more distant mar- 
kets, yielding a return of only 130 quarters, 
then the land No. 4 would be again brought 
into cultivation; but however this might be, 
the natural rate of profits would be regulated 
by the return obtained under the most disad- 
vantageous circumstances. 

Nor would the value of labour^ whether esti- 
mated in com or in money, be diminished in 
consequence of the free importation of foreign 
com ; for that the supply of labour will always 
keep on a level with the supply of food, come 
from what quarter it will, is as certain as any 
law in physics. Wages cannot be reduced with- 
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BOOK IV. out a permanent alteration of the ratio of popu- 
lation to food; in other words, without an alter- 
ation in the labourer's mode of living, which a 
mere change in the direction of industry cannot 
of itself produce. 



^ 



CHAPTER VIII. 

S<nls inferior to the least producthe com landunder 
cuttivalwn may^ and generally dOy yield a rent 
— Laws by which the rent of land under wood or 
natural pasture is governed. 

HiTHEBTO we have considered land as capable chap. vm. 
(with the requisite application of capital) of 
producing only com, or whatever else consti- 
tutes the food of the great body of the people ; 
and we have seen that, were com the only pro- 
duct, the rate of profits would be exactly equal 
to the difference between the produce obtained 
from the least productive land and the capital 
employed in raising that produce. But land, 
in its natural state and without cultivation, is 
also capable of producing grass for the food of 
cattle, copsewood, and other products possessed 
of exchangeable value. Hence it is not always 
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BOOK IV. true that the least productive com land jdelds 
no rent. 

To prove this, let us assume that the agricul- 
ture of the supposed country has reached the 
land distinguished as No. 4, the return being 
130 quarters for every 100 quarters employed ; 
and let us farther suppose, that there is much 
of the remaining land which is incapable of cul- 
tivation, — a tract of moor land, or rough pas- 
ture, like some parts of the Highlands of Scot- 
land Whether such land would or would not 
yield a rent, must depend on whether the return 
in sheep, cattle, wood, or other produce, after 
replacing the capital employed, exceeds or falls 
short of 80 per cent. 

Suppose that a person possessed of a capital 
equal to 100 quarters of com, or L.lOO, instead 
of applying that capital to the cultivation of the 
least productive com land (No. 4), with a re- 
turn equal to 130 quarters of com, or L.180, 
shall employ his 100 quarter^ or L.lOO, in pur- 
chasing, tending, and bringing to market 100 
sheep ; if the annual produce and increase of his 
flock, over and above his necessary outgoings, 
shall amount only to 20 per cent, on his capital, 
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of course he will find the rearing of sheep un- chap. rox. 

profitable, and give up the trade. He can in ^ 

that case pay no rent, for his return is not equal 
to even the ordinary profits ; he will, therefore, 
rather devote his capital to the raising of com, 
with a return of 30 per cent. 

Agam, if the produce and increase of his 
flock, over and above his necessary outgoings, 
shall amount to 30 per cent on the capital em- 
ployed, he may continue the trade, because in 
that case he obtains the ordinary or average 
profits. 

But if the increase on his flock, over and above 
his necessary outgoings, shall amount to 40 per 
cent on the capital employed, then the land to 
which we allude will yield a rent equal to 10 
per cent on that capital Whether this shall 
be the rent of 10, or 100, or 1000 acres of land, 
depends entirely on how much land is required 
to feed 100 sheep; the greater the extent of 
land, the less will be the rent of each acre ; it 
may be one pound, it may be one shilling an 
acre; still every acre and every part of every 
acre will yield a rent. 

Nor does the question of rent or no rent de- 



A. 
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BOOK IV. pend on the value of the capital employed ; for 
if a capital of L.lOO, employed on 10,000 acres 
of land, yields a dear return of L.140 when pro- 
fits are at 30 per cent., the surplus L.10 clearly 
constitutes rent. Rent depends on the ratio of 
the product to the capital employed, and if that 
product, or its value, exceed the capital, or its 
value, by more than the ordinary rate of profits, 
a rent, greater or less in amount, according to 
the value of the capital and the extent of sur- 
face over which that capital is spread, will be 
yielded by every inch of the soil capable of giv- 
ing nourishment to a blade of gra^. 

Again, suppose a tract of country to be under 
copsewood. Such wood is usually cut down 
once in twenty years, and the proprietor of 
such land generially divides it into twenty por- 
tions, and cuts down one portion every year, 
in order that he may obtain a nearly uniform 
annual return. Now suppose the proprietor 
to expend annually a capital equal to 100 
quarters of com or L.lOO on preserving his 
woods and cutting down and bringing to market 
one of the portions referred to, and that his 
return from the copsewood, when sold or ex- 



OF RENT. 237 

changed, is 140 quarters or L.140, while profits c=^- ^™« 
are at 30 per cent, as before. In this case 
the whole tract of country under copsewood 
will yield a rent, a rent greater or less for 
each acre according as a greater or less extent 
of ground is covered by the wood in question, 
but still a rent applicable to every inch of the 
supposed territory ; for it would obviously not 
alter the conclusion at which we have arrived 
although we were to suppose the whole wood 
to be cut down at the end of twenty years, 
instead of a twentieth part annually. In that 
case the rent would be vkenniodj instead of 
annual^ but a twentieth part of this vicennial 
return would truly constitute the annual rent 
of the whole land. 



CHAPTER IX. 

Interest of numey — natural and market rate — 

value of land. 

BooKiY. The principles which we have attempted to 
elucidate in this and the immediately preceding 
Book afford an easy and obvious explanation 
of the laws which govern the interest of money, 
and the value of land. 

It is necessary here to distinguish between 
gross and net profits. Gross profits comprehend 
compensation for the risk, personal exertion, 
skill, or peculiar advantages of the capitalist, 
while net profit is the clear surplus which remains 
after deducting that compensation. 

The owner of capital is very often deterred 
from employing it himself in trade, and lends 
it to another who possesses the requisite know- 
ledge and skill, or enjoys peculiar advantages 
of locality or connexion, and, above all, who is^ 
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willing to encounter the risk, as well as the chap. ix. 
personal trouble, which attend commercial un- 
dertakings. Hence gross profits come most 
frequently to be divided between two parties — 
the owner and the active employer of capital 
Adam Smith has rems^ked, that ^^ The lowest 
ordinary rate of profit must always be some- 
thing more than what is sufficient to compensate 
the occasional losses to which every employment 
of sto(!k is exposed. It is this surplus only 
which is neat or dear profit. What is called 
gross profit comprehends frequently, not only 
this surplus, but what is retained for compensat- 
ing such extraordinary losses. The interest which 
the borrower can afford to pay is m propor- 
tion to the clear profit only."* 

Interest and the net profit of capital are 
in truth identical^ and when gross profits are 
high or low, the interest of money, or net 
profit, will also be high or low. " It may be 
laid down as a maxim," says Adam Smith, 
^' that wherever a great deal can be made by 
the use of money, a great deal will commonly 
be given for the use of it ; and that wherever 

* Wealth of Nations, b. i. ch. 9. 



\; 
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BOOK IV. little can be made by it, less will commonly be 
given for it."* 

Such would appear to be the law which 
regtdates the natural and ordinary rate of in- 
terest. But the market and actual rate is 
sometimes higher and so^ietimes lower than the 
natural and ordinary rate.f The supply of 
disposable capital and the demand for it are 
influenced by a great variety of circumstances. 
The state of trade and general prices* causes 
money sometimes to flow into a country and 
sometimes to flow out of it. The supply of 
money fluctuates like the supply of everjrthing 
else; and the demand for money is not always 
equally intense. War, public loans, an unusual 

♦ Wealth of Nations, b. i. ch. 9. 

f A certain amount of risk almost always attends the 
lending out of money at interest, and when this risk is greater 
than usual, the rate of interest invariably exceeds the ordi* 
nary rate ; but the excess is not so much a return for the 
capital as a compensation for the risk — it resolves itself into 
a premium of insurance, which is added to net profit when 
the employer of the capital is of doubtful credit, and is thus 
destitute of one essential qualification for the trust which he 
undertakes. The length of the term, and convertibility of 
the security, also afiect the rate of interest in particular 
instances. 
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prevalence of the spirit of speculation, and other cbap. ix. 
circumstances, frequently create a sudden and 
urgent demand for money. When the demand 
exceeds the supply, the market rate of interest 
rises for a time above the natural rate ; when 
the supply exceeds the demand, the market 
rate fiedls for a time below the natural rate; 
but the natural and ordinary rate of interest, 
dependent upon and regulated by the natural 
rate of profits, is the centre towards which the 
market and actual rate constantly tends.* 
The rate of interest regulates the value of 

* The subject of interest is nowhere more ably handled 
than in the Fourth of Hume^a PolitkaX JHscourseSj — a work 
to which (as well as to Hume's Ethical and Metaphysical 
writings) Adam Smith was indebted, and which merits the 
unqualified praise bestowed upon it by Lord Brougham in 
his recent life of the historian. Hume was the first to detect 
the error which Locke and Montesquieu conmiitted in repre- 
senting the rate of interest as goyemed by the amount of the 
circulating medium. '' The lowness of interest is generally 
ascribed to the plenty of money. But money, howeyer plenti- 
ful, has no other effect, if fixed j than to raise the price of labour. 
8ilyer is more common than gold ; and therefore you receiye 
a greater quantity of it for the same conmiodities : But do you 
pay less interest for it ? Interest in Batayia and Jamaica is at 
10 per cent, in Portugal at 6 ; though these places, as we may 
learn firom the prices of eyerything, abound much more in 
gold and silyer than either London or Amsterdam. Were 

Q 
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BOOK IV. land. To buy land is in reality to purchase a 

perpetual right to receive the rent of land, 

or that part of the gross produce which remsuns 

all the gold in England annihilated at once, and one-and- 
twenty shillings substituted in the place of eyeiy guinea, 
would money be more plentiful, or interest lower? No, 
surely : We should only use silver instead of gold. Were 
gold rendered as common as silver, and silver as common as 
copper, would money be more plentiM or interest lower? 
We may assuredly give the same answer. Our shillings 
would then be yellow and our halfpence white ; and we should 
have no guineas. No other difference would ever be ob- 
served. No alteration on commerce, manufactures, naviga- 
tion, or interest ; unless we imagine that the colour of the 
metal is of consequence. Now, what is so visible in these 
greater variations of scarcity and abundance of the precious 
metals, must hold in all inferior changes. If the multiplying 
gold and silver fifteen times makes no difference, much less 
can the doubling or tripling them. All augmentation has 
no other effect than to heighten the price of labour and com- 
modities ; and even this variation is little more than that of 
a name. In the progress towards these changesy the augmen- 
tation may have some influence by exciting industry; but 
after the prices anre settled^ suitable to the new abundance of 
gold and silver, it has no manner of influence." — Hwrn^s Po* 
litieal Discourses^ edition 1752, p. 61. 

Temporary variations of the market rate of interest cer- 
tainly do occur during the progress of every alteration in the 
amount of the currency, interest being lower when the cur- 
rency is on the increase, and higher when it is in process of 
contraction. Mr Tooke has given a lucid explanation of this, 
and of the causes generally which elevate and depress the 
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after replacing the capital of the ciiltiyator, ohap. n. 
including profits — ^it is in truth to purchase 
a jperpetuaJ annwiy. The value of land, there- 
fore, will rise at every step in the descent of 
cultivation, because, as gross profits go on dimin- 
ishing, net profits must also go on diminishing, 
and the value of every fixed annuity, whatever 
name we give it, is less or greater according as the 
ordinary rate of interest is greater or less. Thus, 
let the rate of interest, or net profit, be 3 per cent, 
per annum, the value of land will be 33^ years 
purchase, for a capital 33-J^ times greater than 
the rent annually received firom the land will, 
if inve^ in any other dei«.^ent, yield .t 8 

market rate of interesty in his rery able work entitled Cim^ 
sideraXums on ike State of ike Currencyy 2d edition, section 1« 
See in particular note p. 23. 

The fjEilling or rising market rate of interest which accom- 
panies an increasing or diminishing mckkUw currency would 
seem to be purely an efect ; but when the currency consists 
partly of gold and partly of conyertible paper, the temporary 
elevation or depression of the rate of interest is often made 
the instrument of regulating the issue of paper. Thus, what 
under other circumstances was an effect, is converted into a 
caute ; just as a higher or lower price of commodities, which 
under ordinary circumstances is the effect of scarcity or 
abundance, may be made the instrument of adjusting supply 
to consumption. See antey Book I. 
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BOOK IT. per cent., an annual return equal to that rent 
Again, if the rate of interest be 4 per cent 
the value of land will fall to 25 years purchase 
—or if 6 per cent to 20 years purchase — in 
shorty when interest rises, the value of land, or 
rather the value of the rent of land, fisdls, and 
vice versa; for in all cases where the annual 
return is fixedy and cannot accommodate itself 
to the elevation or depression of net profit, the 
value of the return must rise or fall until 
the ratio between the value and the return 
shall correspond with tiie ratio which obtains 
generally in other departments.* 

* " The ordinary market price of land, it is to be observed, 
depends everywhere upon the ordinary market rate of interest 
The person who has a eapital from which he wishes to derive 
a revenue, without taking the trouble to employ it himself 
deliberates whether he should buy land with it, or lend it out 
at interest The superior security of land, together with 
some other advantages which almost everywhere attend upon 
this species of property, will generally dispose him to content 
himself with a smaller revenue from land than what he might 
have by lending out his money at interest These advantages 
are sufficient to compensate a certain difference of revenue; 
but they wiU compensate a certain difference only; and if 
the rent of land should fall short of the interest of money by 
a greater difference, nobody would buy land, which would 
soon reduce its ordinary price. On the contrary, if the ad- 
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yantages ahoidd much more than compensate the difbiencey chap, dl 

eyerybody would bay land, which again would soon raise its 

ordinary price. When interest was at ten per cent land was 
commonly sold for ten or twelye years purchase. As interest 
sank to six, fiye, and four per cent, the price of land rose to 
twenty, fiye-and-twenty, and thirty years purchase. The 
market rate of interest is higher in France than in England, 
and the common price of land is lower. In England it com- 
monly sells at thirty, in France at twenty years purchase." 
— WedUh of Natumif book iL chap, iy . 
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CHAPTER I. 

The foundation of aU commerce is barter — Foreign 
trade regards money simply as a conmu>dity — 
Theory of exchange — When the course of ex- 
change becomes adverse to a country by reason of 
an inequality of debts and credits^ arising in the 
natural course of trade j the deviation of the ex- 
change from par is corrected by increased exporta- 
tion from the debtor to the creditor country. 

For the sake of perspicuity, we have hitherto chap, l 
made no reference to foreign trade. The argu- 
ment has had reference solely to the supposed 
case of a country haying a domestic agriculture 



250 PHILOSOPHY OF TRADE. 

BOOK V. sufficient to maintain with comfort its entire 
population; emplojring that population exclu- 
sively in the several departments of native in- 
dustry and home production ; and possessed of 
mines of its own, from which are procured the 
materials requisite for a metallic currency. 

But no country is in fact thus isolated. And 
it is necessary that we should now inquire 
whether, and how far, the conclusions at which 
we have arrived are liable to be changed or mo- 
dified by the operations of international com- 
merce, — whether the theory of profits and prices 
which we have ventured to propose, will hold 
good when the supposed country comes to be 
regarded, not as a separate and independent 
state, but merely as one province of the mercan- 
tile world. 

In pursuing this inquiry, it must be con- 
stantly borne in mind, that all trade, whether 
foreign or domestic, is in reality nothing else 
than the exchange of one commodity for an- 
other. This exchange may be effected either by 
direct barter^ or through the intervention of 
money ; but foreign trade regards money simply 
as a commodity possessed of exchangeable value — 
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an eqmvoJentj to be used as occasion serves, for c"^^- ^• 
effecting exchanges. ^^ An exchange of equiva- 
lents/' says Mr Huskisson, ^' is the foundation 
of all commerce, from the simple barter of the 
untutored Indian, to the most complicated and 
extensive operations of the London merchant."* 

* Question concerning the Depreciation of the Currency — 
Speeches of the Right Honourable William Huskisson^ roL i. 
p. 100. 

I cannot forbear adding here the following luminous expo* 
sition of the advantages of foreign trade from the same ad- 
mirable tract : — ^^ It may, perhaps, be asked, if commerce is 
nothing mcHre than an exchange of equivcdents, and the 
balance of trade, taken for any length of time, only the mea- 
sure of our foreign expenditure, in what way is a country 
enridied by trade ? To those who may be disposed to ask 
this question, I would, in the first place, reply by putting 
one or two others. What is the internal trade of any coun- 
try, that is, the trade carried on between different districts of 
the same state within the limits of its territory, but an ex- 
change of equwalerUs ? Is this a trade by which the one 
gains and the other loses ? — by which Yorkshire is enriched 
at the expense of Kent ? Then, if our internal trade be an 
exchange of equivalents, what is the distinction, in this re- 
spect, between it and foreign trade ? What takes away this 
character from the latter ? — ^And what, after all, is the latter ? 
To the question — how, then, are we enriched by trade ? — the 
answer appears to me as obvious as it is consistent with this 
doctrine. The mind and faculties of man are constantly en- 
gaged in pursuit of his own happiness, and in multiplying 
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^^^^ V- Now, keeping this consideration in view, let 
us suppose that when the natural rate of profits 

the means of sabsistence, comfort, and enjoyment Trade, 
which effects the exchange of a part of the productions of the 
soil, industry, and talent of any one country, against those of 
the soil, industry, and talent of all other conntries, is the 
great instrument of multiplying these means. By the aid 
of this exchange, not only those natural productions, which 
Fn>Yidenoe has distributed in abundance in one portion of 
the globe, and refused to some other, are rendered common 
to all; but the soO of every country, and of eyery portion of 
every country, is left at liberty to be cultivated principally, or 
wholly if necessary, in raising those productions for which it 
is best calculated and adapted ; those which by experience 
it has been found to afford of the best quality, in the greatest 
abundance, and at the least expense of capital and labour. 
Labour or capital, employed in manufactures, is enabled to 
avail itself of local situations and natural advantages (for 
instance, a stream or a coal-mine), and to adapt itself ex- 
clusively to those pursuits, in which, from any peculiar dis- 
position, dexterity, ingenuity, or fortuitous discovery, the 
people of any particular country, or any particular part of 
them, may excel. The advantage derived from the division 
of labour is well known. What is effected by the operation 
of that principle for a single undertaking is, by the aid of 
commerce, effected for the whole world. Commerce enables 
the population of each separate district to make the most of 
its own peculiar advantages, whether derived from nature or 
acquired by the application of industry, talent, and capital ; 
to make the most of them for its own consumption ; leaving 
at the same time the greatest possible remainder to be given 
in exchange for any other commodities produced more easOy, 
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is 16 per cent., a person possessed of a capital chap. i. 
equal to 100 quarters of wheat, or 100 ounces 
of gold, instead of employing that capital in any 
department of domestic industry, shall send it 
abroad, and employ it in importing a part of 
the products of another country. The products 
so obtained he will certainly not exchange for 
less than 115 quarters of wheat, or 115 ounces 
of gold, because, by employing his capital at 
home, he could, by supposition, have obtained 
a return of 15 per cent.* On the other hand, 
no one will give more in exchange for the pro- 
ducts referred to than 115 quarters of wheat, or 
115 ounces of gold, because any one possessed 
of the same capital can, by employing it in 
foreign trade, obtain the same amount of foreign 
products. If the adventurer in foreign trade 
obtained more than 15 per cent., other adven- 
turers would enter that trade, increase the sup- 
ply, and undersell him. If, on the other hand, 

more abundantly, or of better quality, in other districts of 
the world. It is iha» that a country is enriched by com- 
merce.'* — 8peeche$f &c toL i. pp. 102, 103. 

* In comparing the per centage profits of foreign trade with 
those of the home trade, we of course assume that the returns 
are receiyed within the same time. 
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BOOK y. he obtained less than 15 per cent, capital would 
be withdrawn from that department, until the 
diminution of the quantity imported should so 
raise the price as to produce the natural rate of 
profits. 

Taking, then, this elementary and simple view 
of foreign trade, it appears that international 
commerce does not alter or modify our conclu- 
8ion regarding profite. 

1. Nor would it make any difference although 
the supposed capitalist, instead of sending abroad 
100 quarters of wheat, or 100 ounces of gold, 
to be directly exchanged for foreign commodities, 
were to employ the same capital at home in 
working up another exportable commodity (for 
example cotton cloth), and in sending abroad 
the commodity so manufactured to be exchanged 
for foreign products. In that case, the doth, 
instead of being sold in the home market, with 
a profit of 15 per cent., would be sent abroad, 
and exchanged for a foreign commodity, which 
would afterwards be sold at home with a profit 
of 15 per cent. 

2. Neither would it make any substantial dif- 
ference although the cotton cloth were to be 
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first of all exchanged abroad for foreign money, chap. i. 
and that money again exchanged for the foreign 
commodity, and, lastly, the foreign product, on 
its being imported, exchanged for British money. 
The commodity exported having cost 100 ounces 
of gold, the imported commodity would not be 
exchanged for less than 115 ounces. 

3. Nor would the real nature and effect of 
the transaction be altered by the high or low 
cost of production abroad. K this were rela- 
tively high, a determinate quantity of British 
goods would exchange for a smaller quantity of 
foreign goods — if low, for a greater quantity — 
but that quantity, whether great or small, would 
still be exchanged in our market for the same 
sum of British money. If the cotton cloth for 
example, were sent to Portugal, and exchanged 
in the first case for three pipes of wine, these 
three pipes would be sold here for a sum equal 
to 115 ounces of gold ; but i^ through a reduc- 
tion in the cost of producuig wine in Portugal, 
the cotton cloth were exchanged for four pipes 
of wine, these four pipes would still be ex- 
changed here for a sum equal to 115 ounces. 
Wine after the change would be cheaper than 
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BOOK T. before that change ; but profits here would still 
be at 15 per cent. 

4. The transaction would still be in substance 
the same, though the doth were paid for, not 
in Portuguese, but in British money, and the 
wine, not in British, but in Portuguese money 
— that is to say, although the transaction were 
adjusted by means of a biH of exchange. A of 
London exports doth to B of Oporto, while C 
of Oporto exports wine to D of London — the 
value of the cloth is equal to 115 ounces of 
gold, and the value of the wine is the same. A 
of London draws a biU for the 115 ounces of 
gold (or its amount in Portuguese money) upon 
B of Oporto. This bill he sells for an equiv- 
alent amount of Britbh money (computed 
according to the market rate of exchange) to 
D of London, by whom it is remitted to Oporto 
in discharge of his debt to C, who receives pay- 
ment fi^m B. The price of the doth is thus 
paid in London, and the price of the wine in 
Oporto, and without the transmission of money. 
The transaction is thus seen to be nothing else 
than an exchange of commodities. B was 
debtor to A, while D was debtor to C. By 
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means of a bill of exchange, the parties are chap. i. 

made to change places. D of London is made 

debtor to A of London, and B of Oporto debtor 

to C of Oporto — ^the cloth is paid for in British 

money, and the wine in Portuguese money — 
and there is no transmission of specie from the 

one country to the other. 

But it is evident that this method of squaring 
accounts, by means of bills of exchange, can be 
adopted only where the debts and credits be- 
tween two countries are exactly equal If 
London, for example, owe New York a debt 
equivalent to 10,000 ounces of gold, whUe New 
York owes London a debt equivalent to only 
9000 ounces, it is plain that these debts cannot 
be cancelled by bills of exchange, without a 
farther exportation of commodities or specie 
from London to New York, to the amount of 
1000 ounces. If in London bills on New 
York are offered for sale to the amount of only 
9000 ounces, whUe there is a demand for such 
bills to the extent of 10,000 — ^if the supply fall 
short of the demand, the price of such bills wUl 
rise — ^bills on New York will bear a premium in 
London. A determinate sum of American 
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BOOK T. money will sell for more than a corresponding 
sum of British money; or, which is the same 
thing, a determinate sum of British money will 
purchase less than a corresponding sum of 
American money ; and the course of exchange 
will be said to be against London^ or in favour of 
New York. Or again, if, in New York, bills on 
London are offered for sale, to the amount of 
10,000 ounces, while the demand does not ex- 
tend beyond 9000 ounces, such bills will fall 
in price, or be at a discount A determinate 
sum of British money will sell for less than a 
corresponding sum of American money ; or, 
which is the same thing, a determinate sum of 
American money will buy more than a corres- 
ponding sum of British money ; and the course 
of exchange will still be said to be against Lon- 
don^ and in favour of Kew York. The premium 
in London will be equal to the discount at New 
York. 

But although the natural course of traffic 
affords in the London market a supply of bills 
on New York only to the extent of 9000 ounces, 
bills to the entire amount of 10,000 ounces will 
be sold, in order to take advantage of the pre- 
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mium, and commodities or specie to the amount chap. i. 
of 1000 ounces of gold will be sent from London 
to New York, for the express purpose of creating 
a fund to meet these additional drafts. 

Whether the fund thus created at New York, 
for the London bill-seller to draw against, shall 
consist of bullion or consumable commodities, 
will depend solely on the consideration of which 
is the rmre jn-ojitable remittance. 

On the one hand, if bullion or specie be 
sent to New York, for coinage into American 
money, the bill- seller can expect no profit 
except the premium on his bill, and from this 
premium must be deducted the expense of 
transit, including insurance, &c. Gold, as we 
have already shown, is a fixed standard, and 
cannot rise or fall in value in respect of itself; 
but a warrant to receive a determinate quantity 
of gold at New York may be of greater value in 
the British market than an exactly correspond- 
ing quantity of gold in London, hy the whole 
expense of transmitting gold from the one place to 
the other, including compensation for risk and 
loss of interest. It cannot be more — ^for if the 
expense of transmitting 1000 ounces of gold 
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BooKv. from London to New York be 2 per cent., 
rather than pay more than 1020 ounces for 
a warrant to receive 1000 ounces in America, 
the London merchant will send thither the 
quantity of gold required. 

While the currencies of two countries, there- 
fore, are perfect, that is, are of standard weight 
and fineness, according to the mint regula- 
tions of each, the exchange cannot deviate 
from par or eqaaliiy by a greater sum than 
is required to defray the expense of transmit- 
ting specie from the one country to the other. 
Hence, if the premium, in the case above sup- 
posed, were equal to this expense, gold might 
be transmitted from London to New York 
to the extent of 1000 ounces — ^I say might be 
transmitted, because bullion will not be the 
remittance which the merchant will select, if 
consumable commodities of British produce 
can be sold with a profit in the American 
market, for in that case the seller of a bill 
in London will obtain, not the premium on 
his bill tw/y, but a profit on the commodities 
which he exports. 

The double inducenient thus held out by 
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an adverse exchange necessarily forces the ex- chap, i. 
portation of commodities from the country to"'" 
which it is adverse, and restricts the importa- 
turn of commodities from the country to which 
it is favourable — ^it is a bounty upon the 
one, and a tax upon the other. At London, 
in the case supposed, it would be a bounty 
on the exportation of commodities to New 
York, by adding to the London merchant's 
profits the premium on the bill which he 
draws on his American correspondent. At 
New York it would be a tax on the exporta- 
tion of commodities to London, because the 
discount on the bill would diminish by so much 
the profits of the exporter. 

The foreign exchanges, therefore, have a 
power of self-regulation. When a country im- 
ports to a greater amount than it exports, 
its debits exceed its credits, and the exchange 
becomes un&vourable ; but the moment it is so, 
the adverse exchange forces exports and restricts 
imports, till debts and credits are again equalized, 
and the exchange is restored to par. Increase 
the exports from London to New York, and 
you increase the supply of bills on New York 
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BooKv. in the London market, and their price will 
fall. Diminish the exporte from New York 
to London, and you abridge the supply of 
bills on London in the New York market, 
and their price will rise. Both causes oper- 
ate at the same time, and in the same direc- 
tion. 

But if additional British goods cannot be 
sold in the American market without loss, or 
rather without such a profit as will compensate 
the cost and risk of transmission, such goods 
will not be exported, and the exchange will 
consequently become more and more unfavour- 
able to London till the premium on bills be 
sufficient to meet the expense of transmitting 
specie. When it reaches that point, specie 
will pass, and the exchange will regain its 
par — ^the expense of transmitting specie being 
the natural limit to the rise or fall of the 
exchange from an excess of imports or ex- 
ports. 

The tendency of the exchange, therefore, in 
so far as its deviations from par are caused 
by an excess of debte or credits, or the relative 
abundance or scarcity of bills in the market. 
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is always to regain that par; but whether chap. l 
the exchange be at par, or above or below . 
par, foreign trade is seen to be nothing else 
than the exchange of one commodity for 
another. 



\ 



CHAPTER II. 

Theory ofeaxhange continued — The par ofexchcmge 
istheequality of currencie^The red differs JT<m 
the nominal par (1.) when the currency of either 
country is deficient in weight or fineness ; (2.) 
when either country has a wrong adjusted double 
standard of money; and (3.) when an over issue 
of paper money is allowed. — Such disorders of 
the exchange cannot be corrected but by rectifying 
the disordered currency. 

BOOK V. 'We haye already more than once made use of 
the expression Par of Exchange ; but, to pre- 
vent misapprehension, it is necessary to define 
that term. The exchange between two places 
is said to be a/ par^ when a given sum of the 
currency of the one place will purchase a war- 
rant (called a bill of exchange), entitling the 
holder to receive, in the other place, a sum of 
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foreign money of exactly the same intrinsic chap. n. 
value, that is, containing exactly the same weight 
of pare gold or fine silver. 

Hence it follows, that between two countries, 
the one employing gold, and the other employ- 
ing silver, as the standard of its money, there 
cannot be a real, but only an approximate, par 
of exchange; for the relative value of the two 
metals is subject to constant fluctuation, and a 
determinate quantity of the one will, at dif- 
ferent times, exchange for, or be worth, dif- 
ferent quantities of the other. 

When the term par^ therefore, is used, it must 
always be understood to mean the equality of 
two currencies composed of the same m^taJ. 

Gold is the standard of the currencies of 
Great Britain and the United States. In the 
latter country, the money unit is the dollar of 
100 cents, and the American gold eagle, con- 
taining Bs much pure metal as L.2, Is. Id. 
worth of our gold coin, is by law a tender for 
10 dollars, making the value of the dollar of 
account 4s. Ijd. sterling, or 4 dollars 87 cents 
equal L.l sterling, and, of course, 487 dollars 
equal L.100 sterling, which are all different ex- 
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BOOK V. pressions for the par between Great Britain and 
the United States. 

Assuming now that the imports and exports, 
or rather the debts and credits, of the two 
countries are exactly equal, and, consequently, 
that no disturbing effects are produced on the 
price of bills by the supply exceeding or faUing 
short of the demand, let us inquire what effects 
will be produced ; \st^ By altering the weight 
or fineness of the coin of either of the two 
countries; 2rf, By enlarging the total circula- 
tion of either, by the relative over-issue of 
paper-money ; and, 3d, By allowing two metals 
to form the standard. 

1^ The weight and fineness of the coin may 
be altered by law, by illicit practices, or by 
natural tear and wear. Now the par of ex- 
change being, as already stated, 

L.100 equal $487, 
suppose that our mint regulations are changed, 
and that an ounce of standard gold is ordered 
to be coined, not as at present into 3-^^ sove- 
reigns or L.3, 17s. lO^d., but into one-tenth 
more, namely, 4^^ sovereigns, or L.4, 5s. 8d. ; 
or suppose our gold coins to be so worn or 
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degraded that 4^^^ sovereigns will weigh no otap. n. 
more than one ounce troy, then the price of 
standard gold bullion will rise to L.4, 5s. 8d. an 
ounce. The real par of exchange will now be 

L.110 equal $487; 
and the reason is obvious, for it will now take 
110 sovereigns instead of 100 as before to 
make up metal equal to that contained in 48^ 
eagles. 

Before the change the par was 

L.100 equal $487. 
After the change the par is 

L.110 equal $487. 
Or take the converse of this case, and sup- 
pose the sovereign or coin representing one 
pound-sterling to be still of its former weight 
and fineness, but the eagle to be worn or de- 
graded to the extent of one-tenth, while it is 
still preserved as legal tender for 10 dollars, the 
real par of exchange will now be 

L.100 equal $535; 
and the reason is the same, for it will now take 
53-j^ eagles, instead of 48-]^ as before, to make 
up metal equivalent to that contained in 100 
sovereigns. 
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BOOK T. Before this last change the par was 

L.100 equal $487. 

After the change the par is 

L.100 equal $535. 

In both cases, the nominal par noiay still be 
stated as L.100 for 487 dollars, while in ih& first 
case it may be said that the exchange is 10 per 
cent, against London^ and in favour of New York, 
and in the second case, 10 per cent, against New 
York and in favour of London; but this is 
merely to substitute words for reasons^ names for 
things. The true par is the equality of currencies^ 
and if the money unit be altered, no amount of 
importation or exportation, no alteration of debts 
and credits, no expansion or contraction of the 
supply of bills, or of the demand for them, how- 
ever much, for a tiine^ such changes may in- 
fluence the compuied exchange (or rate achwUy 
quoted)^ can permanently alter the real par. The 
market price of bills will still vary and gravi- 
tate as before towards a centre ; but the centre 
towards which that price gravitates is now 
changed — ^the real^ not the nominal par is that 
centre. 

After the alteration of the par the oscillation 
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of prices will be limited, as before, by the ex- chap, m 
pense of transmitting specie, but that expense 
wiU not be a measure of the divergence of the 
real from the nominal par. 

2d, Let us see the effect of an enlargement 
or contraction of the whole currency, or the 
total amount of money actually in circulation 
in either country. 

The currency of a country may be enlarged 
in two ways ; and let usjirst suppose it enlarged 
by the government issuing, or permitting to be 
issued, what has been called paper-money, or 
notes promising to pay a determinate sum of 
money to the bearer on demand, but not ac- 
tually convertible into metallic money at the 
option of the holder. There being no rule by 
which the issue of paper-money may be regulated 
or controlled, and the profits of the issuer de- 
pending on the quantity which he sends into 
circulation, such paper, in every country of the 
world where it haa been allowed, always has 
been, and probably always will be, issued in 
excess ; in other words, a currency composed of 
inconvertible paper wiU always be greater in 
proportion to the commodities to be circulated 
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BooKT. by it, than a purely metallic currency, regu- 
lated by the natural laws of trade, would have 
been. 

But when the currency of a country, whether 
composed of the precious metals, or of paper, 
becomes redundant from excessive issue, the price 
of labour and all commodities is enhanced in 
proportion to that redundancy. 

In the mean time, when the foreign exchanges 
happen in the natural course of traffic to be- 
come unfavourable, it will (as we have already 
seen) become a question with the merchant or 
bill-seller who has to create a fund abroad to 
draw against, whether bullion or commodities 
are the more profitable consignment. As yet, 
we may suppose gold coin to be still circulated 
cdong with the inconvertible paper. The money 
price of gold bullion has consequently not yet 
been raised, for gold coin can still be converted 
into bullion, and bullion into gold coin, at the 
mint price. 

But the money price of all other commodities 
has been raised by the excessive issues of paper- 
money. The export merchant or bill-seller, 
therefore, now no longer hesitates — ^he sells his 
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bill at a premium which covers the expense, chap. n. 
risk, and loss of interest attending the trans- 
mission of bullion, and secures a. profit ; while, 
were he to purchase ordinary produce at the 
high money price to which a redundant currency 
has raised such produce at home, and sell it 
abroad where no such excessive circulation has 
enhanced general prices, he would incur a posi- 
tive bss. All his remittances are, therefore, 
now made in gold. But, at the same time that 
the elevation of general money prices has checked 
the exportation of commodities, it has encouraged 
the importation of commodities, — the merchant's 
rule being to buy in the cheapest and sell in the 
dearest market The debts of the country are, 
therefore, still increasing, while its credits are 
still diminishing, and so the exchange will con- 
tinue unfavourable to that country, until at 
length its whole metallic money is drained off, 
and nothing is left at home but paper-money, 
which is worthless abroad. 

When the disease has reached this stage, the 
market price of gold bullion will partake of the 
general enhancement. That it must be so will 
be evident to any one who reflects on what it 
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BOOK V. was which formerly preserved the market price 
and mint price of gold bullion on a par — ^it was 
the power which every one having 3-}4^ pounds 
sterling (L.3, ITs. lO^d.) of the gold coin pos- 
sessed of instantly obtaining an ounce of stand* 
ard gold by simply casting that coin into a melt- 
ing pot. This power is now vdthdrawn, for there 
is no longer any gold coin in circulation. The 
merchant who wishes to export gold bullion 
must now buy it at the market price^ and the 
greater the demand and the smaller the supply, 
the higher the market price will be. 

Having got thus far, we are in exactly the 
same state as when labouring under the evil of 
a worn out and degraded metallic currency. Fo- 
reigners will not now calculate the par of ex- 
change according to our mint price, but accord- 
ing to our market price of gold bullion, and if 
that market price be as before L.4, 5s. 8d. an 
ounce troy, the exchange will be against us to 
the same extent as when, by degradation of the 
sovereign, the nominal value of the pound ster- 
ling was 10 per cent, above its intrinsic value. 

The real par, as in the former case, will be 
altered, and the market price of bills, though it 
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will oscillate, as before, within the limits of the ch^- ^' 
expense of transmitting specie, wiU gravitate to- 
wards a new centre, and this state of things, 
whatever be the amount of our imports and ex- 
ports, debts and credits, will and must continue 
till the real par of exchange be again altered — 
till, through a contraction of the redundant cir- 
culation and consequent reduction of general 
money prices, the gold which had left us shall 
again flow back and become part of the circu- 
lation. 

3dZy, The application of the principles which 
have been stated to the circumstances of a coun- 
try which has adopted a doTible standard of 
money, or which permits both of the precious 
metals, gold and silver, to be used at the same 
time as the media of payment, or universal equi- 
valents in effecting exchanges, is sufficiently 
obvious. • 

The value of gold estimated in sUver, or of 
silver estimated in gold, is less or greater accord- 
ing as the total supply of the one metal bears a 
greater or smaller proportion to the total supply 
of the other, and the ratio between the two 
metals adopted by the mint regulations of any 

s 
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BooKv. country, how accurately soever it may have 
been adjusted at first, wiU afterwards vary with 
every fluctuation of the quantity either of gold or 
of silver, and with every alteration of the weight 
or fineness of the coins made of either metal. 

This is a consideration of great importance as 
regards the foreign exchanges, because it is quite 
evident that that metal which happens to be 
overvalued in respect of the other will drive that 
other out of the market^ and become itself the sole 
medium for effecting payments at home, and 
consequently the regulator of general money 
prices in the home market. " Men in their bar- 
gains," says Locke, " contract not for denomi- 
nations or sounds, but for the intrinsic value." * 
The undervalued metal, therefore, will always 
be sent abroad, where it passes according to its 
full intrinsic worth, and the overvalued metal 
will^ways be kept at home, where it circulates 
by authority at its nominal valucf 

* Farther Considerations concerning the raising the Value 
of Money. — ^Works, edit. 1722, vol. ii. p. 69. 

f Before 1834 the dollar of account of the United States 
was their silver dollar containing 371^ grains fine. The gold 
eagle, by law a tender for 10 dollars, then contained 247 ( 
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To make this clear, let us suppose an extreme chap. n. 
case. Suppose that the British government were 
to sanction both gold and silver as the media of 
circulation and payment,-a8 a like legal tender 
to any amount, — and that ih^ value of silver in 
relation to gold in the market is as 15 to 1, in 
which case 15 ounces of fine silver would freely 
exchange for or be worth one ounce of pure 

grains fine. The weight of pure gold in the eagle was thus 
|ds of that of the silyer in the dollar, and the relative value 
of gold to silver was therefore as 15 to 1. This being an 
under-yaluation of gold in respect to silver, all payments 
were made in the latter metal, and the dollar of account and 
the silver coin were thus identical. But the act of Congress 
of June 28, 1834, reversed this system by reducing the 
amount of pure gold in the eagle to 232 grains, while it was 
still preserved as a legal tender for 10 dollars. No alteration 
having been made on the silver coin, the relative value of 
gold to silver became then nearly as 16 to 1, in place of 15^ 
or 15| to 1, its true proportion. This was an under-valua- 
tion of silver which led speedily to its withdrawal from cir- 
culation, and to the general employment of gold, in which 
the value of the dollar of account was 1-lOth of the new 
eagle. 

Estimating standard silver at 5s. per ounce, and gold at 
L.3, 17s., lOJd. per ounce, the value of the old or silver 
dollar of account was 4s. 2}d. sterling, while that of the new 
gold dollar is only 4s. l}d. The practical effect therefore of 
the alteration of 1834 was to reduce the general money 
standard of the Union about 1} per cent 
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BOOK V. gold. Now suppose our mint regulations, in- 
stead of ordering one ounce of pure gold and 15 
ounces of fine silver to be coined into excuAly the 
same sum of money ^ were to order 15 ounces of 
silver to be coined into dotjible the sum that one 
ounce of gold is coined into, or, which is in effect 
the same thing, suppose our silver coin, while 
legal tender, to be so worn or degraded (the 
gold coin remaining of full weight) that twice 
the number of silver pieces are required to make 
up 1 5 ounces of fine silver ; then silver an(J gold 
in our currency will no longer be in the pro- 
portion of 15 to 1, but of 7^ to 1. All foreign 
remittances would then be made in gold ; for a 
determinate sum, for example, one pound ster- 
ling in gold would go twice as far in paying our 
debts to foreigners as the same sum (L.l) in our 
silver coin. 

In this situation of matters, our gold coin 
would be used exclusively for foreign remit- 
tances, and the price of gold bullion would come 
to be estimated, not in gold coin, but in the de- 
graded or worn-out silver coin, and the mar- 
ket price would rise to double the mint price. 
That it would be so is plain ; because if a mer- 



OF FOREIGN TRADE. 277 

chant has a foreign remittance to make, and chap. u. 
finds that double the quantity of silver coin, 
as compared with gold coin, is required to make 
up that remittance, he will remit sovereigns as 
long as one remains in circulation. 

When two metals are made equally the stand- 
ard of money, it is quite clear that the real par 
of all the foreign exchanges (whatever the nomi- 
nal par may be) will be regulated with reference 
to that part of the currency which is composed 
of the overvalued metal. If the mint regula- 
tions value silver in relation to gold in the pro- 
portion of 7^ to 1, or double the supposed mar- 
ket proportion of the one metal to the other, 
the real par between London and New York, 
which we formerly stated to be one pound ster- 
ling for 4 dollars 87 cents, would be changed 
to two pounds sterling for the same sum in Ame- 
rican money; because any one who, at New 
York, should give $4.87 for the right to re- 
ceive in England one pound sterling, would, in 
reality, purchase a right to receive, not one 
pound sterling in gold^ but one pound ster- 
ling in gold, OR, in the option of the debtor^ one 
pound sterling in silver, worth intrinsically only 
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BOOK V. ten shillings. Where the debtor has the option 
of paying either in the one metal or in the other, 
he will, of course, always prefer paying in the 
least valuable of the two ; and the par of ex- 
change is altered to $4.87 for two pounds sterling^ 
because L.l no longer means a sovereign of 
fuU standard weight and fineness, that is, con- 
taining 123:1^ grains of gold 4^ths fine, but 20 
degraded shillings, which in the market will 
purchase only one-half that quantity of gold. 
The $4.87 being, however, still equal to 123^ 
grains of standard gold, they are equal to two 
pounds sterling or 40 degraded shillings, because 
40 degraded shillings will purchase in the market 
only 123:J: grains of standard gold. The old ruh 
minalpar of one pound sterling for 4 dollars 87 
cents may still be retained, and the exchange, to 
the extent of the diflTerence may now be said 
to be against Great Britain and in favour of the 
United States, but really and essentially, ac- 
cording to the equality of currencies, it is 
at par when it is two pounds sterling for 4 dollars 
87 cents. The state of exports and imports, or 
rather of debts and credits, may make it diverge 
for a time from this point, but it has now 
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as decided a tendency to regain this point, as chap. n. 
before the wrong adjustment of the double 
standard it had to regain what was thm the 
real^ but is rww only the nominal par. 

So long as 20 degraded shillings are thus 
capable in our market of performinff the same 
fuBctio,. a, a sovereign of Ml weight, - what 
is the same, 2000 degraded shillings reckoned 
equivalent to 100 standard sovereigns, so long 
wiU the bill-merchant send gold coin abroad, 
for the express purpose of drawing biUs against 
the fund thus created ; for by every such trans- 
action the biU-merchant gains 100 per cent., 
minus the charges attending the transaction. 
What he transmits is 100 sovereigns, equal at 
home, as mxmey^ to 2000 shillings, and capable 
abroad of being converted without loss into 
487 dollars or 48^2^ eagles of standard weight 
and fineness. But a bill for 487 doUars can be 
sold here for 4000 shillings, thus leaving the 
biU-seller a profit of 100 per cent., minus his 
charges. 

WhUe this state of things continues, there-, 
fore, the gold coin will be exported, and bills 
will be drawn against such remittances, and 
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BOOK y. sold in our markets, and this destructive system 
will go on till there is no gold coin left. After 
that it becomes a matter of pure indifference to 
the merchant or bill-seller, whether he remit 
40 degraded shilling^, equal intrinsically to 
one pound sterling, or pay 408. for 123^ grains 
of standard gold ; and thus the market price of 
gold bullion will rise from L.3, 17s., 10^. to 
double that sum, or L.7, 15s., 9d. an ounce. 

But before things have reached this pass, 
the moment, in fact, that the gold coin has 
become so scarce that 123:|^ grains of standard 
gold bullion, or whatever other quantity of 
standard gold is allowed by law to represent 
one pound sterling, will sell in the market 
for as much more than 20 shillings as will pay 
the expense of melting the gold coin, the money 
jobber sets to work, — ^he collects all the sovereigns 
of Ml weight he can get hold o^ melts them, 
sells the bullion for 258., 30s., 40s., or whatever 
be its market price, — exchanges the silver coin 
again for gold coin, which he again melts, with 
a like profit. The bill-seller having caused the 
gold to c?wappear, the money jobber takes care 
that it shall not reappear. Every sovereign as 
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it comes from the mint is laid hold of, and chap. n. 

melted down, and this process will go on until 

the law is altered, and the ratio of gold to 

silver re-adjusted according to the market value 

of each, or until the wiser policy be adopted 

of allowing only one metal to form the standard 

of money. 

It thus appears that alterations of the weight 
and fineness of the coins of either of two 
countries between which a par of exchange 
has been established, an enlargement of the 
circulation of either country by excessive issues 
of paper »oney, «.d chZgJ in the reMve 
value of two metals used indifferently as the 
standards of money, do all affect the foreign 
exchanges no otherwise than by altering the 
true par of exchange ; and that the true par, 
thus altered, cannot be again changed or brought . 
back to what it was originally, but by the 
restoration of the currencies to what they 
formerly were. Such alterations have been 
called alterations of the nominal exchange — 
they are in truth alterations of the par. Altera- 
tions, again, of the price of biUs arising from the 
state of demand and supply have been called 
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alterations of the real exdwmge ; while the actual 
price of bills in the market, as regulated by the 
combined action of the causes we have described, 
has been called the rate of the comjpiOed exchange. 
Deviations of the nominal exchange from par 
cannot be corrected but by rectifying the cur- 
rencies, for the jHir itself has been changed. 
Deviations of the real exchange may be cor- 
rected by the enlargement or contraction of 
exports or imports, or, if not so corrected, the 
real exchange will rectify itself by the influence 
which the price of bills exerts on the exporta- 
tion and importation of specie aud ordiriaiy 
produce. 



CHAPTER III. 

When the exchange becomes adverse to a country in 
consequence of the redundancy of a purely me- 
tallic currency, perfect according to tlie mint 
regulations, or of a paper currency freely con- 
vertible into such metallic money, the true par of 
exchange is not altered, and the disorder will be 
corrected by the transmission of specie, but not 
by the exportation of ordinary produ^ce. 

Anotheb, and most important, question with chap. m. 
relation to the foreign exchanges yet remains to 
be discussed; namely, — Supposing a par of 
exchange to have been established between two 
countries, each using a purely metallic money, 
perfect according to the mint regulations of 
each, and composed of one and the same metal 
— ^whether a deviation of the computed exchange 
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BOOK V. from par, caused solely by an enlargement or 
contraction of such metallic currency in either 
country, without a corresponding enlargement 
Dr contraction of the supply of commodities, is 
to be resolved into an alteration of the real or 
of the nominal exchange ? Whether such devia- 
tion can be corrected, or will correct itself, by 
an increase or diminution of exports or im- 
ports, either of specie or ordinary produce ? or 
whether such disorder can be rectified only by 
reducing the redundant metallic currency to ite 
former amount in relation to commodities ? 

Before attempting a solution of these ques- 
tions, let us first see the precise mode in which 
the expansion or contraction of a metallic cur- 
rency affects the exchange. 

To revert to our former illustration, the par 
of exchange between London and New York is 
supposed to be one pound sterling for four dollars 
87 cents (valued in gold), or what is the same, 
L.lOO for 487 dollars or 48^^ eagles. Now, 
while the coins of both countries are maintained 
in a perfect state, the intrinsic worth of the 
sovereign and eagle^ in respect of each other, will 
remain unchanged. But we have seen that 
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were the market price of gold bullion to rise chap. m. 
above the mini price (an effect which, even in a 
perfect state of the gold coin, would follow from 
that coin being driven out of circulation by an 
excessive issue of inconvertible paper, or a 
relative overvaluation of the silver coin of 
either country), the exchange would deviate 
from par, or rather the true par would be 
altered. And if it could be shown that iMs 
effect, this deviation of the market from the 
mint price of gold bullion, would be produced 
by the relative expansion or contraction of a 
purely metallic currency, it must be granted 
that the foreign exchanges would rise or fall in 
consequence ; and that the rise or fall so caused, 
being not in the real, but in the nominal ex- 
change, being, in fact, an alteration of the true 
par of exchange, the deviation could not be 
rectified but by restoring the former ratio of 
money to commodities, that is, by melting down 
the superfluous coin, and so bringing back the 
currency to its former relative amount. 

But this cannot he shown — ^the thing is in truth 
impossible. First, take the case of a metallic 
currency increased beyond the wants of circula- 
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BOOK V. tion : the iinmediate effect of this will be the 
enhancement of the money price of all commodi- 
ties. The total amount of gold in circulation 
having increased, without a corresponding in- 
crease of other commodities, gold estimated in 
commodities will be cheaper, and commodities 
estimated in gold will be dearer, than before. 
But it has been said, " If the value of currency 
is diminished, the prices of all commodities 
must advance, and that of bullion among the 
REST."* This is clearly a non sequitur ; for 
what means the expression, prices of all commo- 
dities ? Most certainly the value ofcomm^odilies 
in relation to gold or mxmey ; but it by no means 
follows that because the value of all commodities 
has advanced in relation to gold^ therefore the 
value of gold must advance in relation to itself 
But this is exactly the position maintained by 
some of our most eminent writers on currency. f 

* Blake's Obsenrations on the Course of Exchange, p. 52. 

\ ^ Bullion is a commodity, and nothing btU a commodity, 
and it rises and falls on the same principle as all other com^ 
modities. It becomes, like them, dear in proportion as the 
circulating medium for which it is exchanged is rendered 
cheap, and cheap in proportion as the circulating medium 
18 rendered dear." — Thornton on Paper Credit, p. 202. 
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• 

*' Nothing can he more evident^'' ^ays Mr Blake,* chap. m. 
" than that btdlion must be subject to the same 
variation in its price from an alteration in the 
value of currency as any other commodity." 
Nothing, I presume to think, can be less evident. 
Gold, used as money, is a fixed standard for 
measuring the value of all other commodities, 
and if its value varied in the way here supposed, 
it would cease to be m/mey^ it would cease to be a 
measure. Where the gold coin is in a perfect 
state, and the proper mint regulations strictly 
observed, the money price of uncoined gold can 
no more rise or fall with the increase or dimi- 
nution of the amount of gold in circulation, 
compared with the supply of commodities, than 
a yard measure (in Locke's language) tuiU lengthen 
or shrink in consequence of an increase or dimi- 
nution of the number of yard measures com- 
pared with the supply of cloth. The circulation, 
we may suppose, amounts to twenty millions of 
sovereigns. Will any one for this reason give 
more than one sovereign for 123J grains of 
standard gold ? — or more than S]^ sovereigns 
for an ounce of the same ? Certainly not, — and 
* Observations on the Course of Exchange, p. 51. 
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BOOK ▼. why ? — because at little more expense " than 
will pay for the fire that is to melt the coin," 
by an operation " simple," requiring " little 
apparatus," performed " with the utmost secrecy, 
and incapable of prevention by any penalties of 
the law, or vigilance of the officers of the mint 
or bank,"* the holder of a sovereign may in- 
stantly convert it into 123i grains of standard 
gold, and the holder of 3|^ sovereigns may 
convert them into an ounce of standard gold. 
But the total circulation is now increased to 
forty millions, and the money price of commo- 
dities is doubled. But' what difference does thai 
make to the holder of one sovereign, or of 3|^ 
sovereigns ? He can still obtain the same quan- 
tity of bullion, and by the same process, and at 
the same trifling expense. Why should a man 
who has L.3, 17s. lO^d. worth of the gold coin 
now give L.7, 15s. 9d. for an ounce of standard 
gold ? — he has it already in Ms pockety — ^for 3^^^ 
sovereigns are not only of equal value to an ounce 
of standard gold, — ^they abe an ounce of stand- 
ard gold.f 

• Blake's Observations on the Course of Exchange, p. 57. 
f See Note (£) at the end of the volume. 
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The effect, then, of the enlargement of a me- chap. in. 
tallic currency is to raise the money price of aU 
commodities, except the metal of which that cur- 
rency is itself composed. The mint and market 
pric; ot gold. thLfore, continuing the s^ 
the par of exchange, " the equality of curren- 
cies," in the case above supposed, will, after as 
before the enlargement of the circulation, be 
L.100 for 487 dollars, or 48^^ eagles. 

But though the nommaJ exchange will not be 
affected by the relative enlargement of the cir- 
culation, the reed exchange certainly will, and 
the actual course of exchange will become un- 
favourable to the country in which the redun- 
dancy prevails. The practical merchant does not 
regulate his operations by the par of exchange 
— his sole concern is with the relative money 
price of commodities at home and abroad — ^his 
guide is the price-current ; and the plain rule, 
from which he never departs, is " to buy in the 
cheapest, and sell in the dearest market." 

But it is evident that of two countries, the 
one labouring under a redundant currency, and 
the other having no such redundancy, the first 
must be the dearer^ and the second the cheaper 

T 
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BooKT. laarket — the merchant, therefore (whilst this 
state of matters lasts), will huy in the second^ and 
sell in the first. Suppose Great Britain and the 
United States to be these markets, the British 
currency redundant to the extent of 10 per cent, 
the American not so. The current of trade, the 
stream of commodities (if I may use that ex- 
pression) will flow mainly in one direction. The 
exports from New York to London will be 
greater than from London to New York, and of 
consequence London wiU soon come to owe New 
York more than New York owes London. The 
real exchange will in consequence deviate from 
par. Suppose it to deviate so far, that 110 so- 
vereigns are required to purchase a bill on New 
York for 487 dollars, and, vice versa, that a bill 
on London for 110 sovereigns may be purchased 
at New York for 487 dollars, the par being, as 
before explained, L.lOO for 487 dollars, or 48^^ 
eagles. Now here is a derangement of the real 
exchange, like that to which we formerly refer- 
red, and as in the former case the deviation was 
corrected, and the exchange brought back to par, 
by the exportation of commodities, it may na- 
turally be thought that the same remedy will 
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now cure the same disorder. That it will not chap. m. 
however is demonstrable — ^the cause of the dis- 
ease is different, and the remedy demanded is 
also different. 

Revert to the state of prices, both of bills and 
commodities, hefore the supposed enlargement 
of the British currency. The ordinary rate of 
profits in both countries we may suppose to 
be 15 per cent., and the currencies of Great 
Britain and America being in their due pro- 
portions, the British merchant, we will suppose, 
could buy chOi in the English market for 
L.lOO sterling, and sell it again at New York 
for $560.05, or with a profit of 15 per cent., 
while the New York merchant could buy ranjo 
cotton in the American market for 487 dollars, 
and sell it again in England for L.115, or. with 
a like profit. 

The British currency becomes redundant, 
and general money prices in England rise 10 
per cent. The exchange has not yet diverged 
fi*om par. 

The raw cotton, which still costs in America 
487 dollars, can now be sold in England, not 
for L.115, but for L.115 + 10 per cent, or 
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BOOK ▼. L.126, 10s. More cotton will therefore be sent 
from America to England, in order to take 
advantage of this advance of price. 

The case of the London exporter wiU just 
be the reverse. The cloth which formerly 
cost him L.lOO now costs him L.100 + 10 
per cent., or L.110, while, if sent to New 
York in the same quantity, it will sell for 
only $560.05 as formerly, thus leaving the 
London exporter less than 5, instead of fiill 
15 per cent. Exportation from London to 
New York wiU therefore be checked and dis- 
couraged. 

But the exports from New York to London 
being greater, and those from London to New 
York less than before, London will come to 
owe New York more than New York owes 
London. 

The real exchange will now deviate from 
par — ^it will become more and more unfavour- 
able to England during the progress of the 
change, and when the augmentation of the 
currency has produced its ftdl effect, the ex- 
change will be 10 per cent, against London, and 
in favour of New York. 
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Now, under tliis new rate of exchange, trade chap. ra. 
may stUl be carried on, and with the same 
profits as before, but if so, another change 
will take place, for, to the extent of 10 per 
cent, the profits of the exporters on both 
sides will be transferred from the commodities 
to the bills. 

The American exporter now buys his cotton 
for 487 doUars (equal at par to L.lOO), and 
sells it for L.126, 10s., thus apparently realizing 
a profit of 26^ per cent., but he does not 
gain the profit in reality^ for the bill which 
he draws on his London correspondent for 
L.126, 10s., he sells for 10 per cent, less than 
he ought to receive according to the equality 
of currencies — ^his profit, therefore, in reality is 
less than 15 per cent., or more accurately 
13^ per cent., in consequence of the premium 
of 10 per cent, being computed on the net 
cost and profit, while the discount of 10 per 
cent, is reckoned on the gross worth. 

The London exporter, again, buys his cloth 
for L.llO, and sells it for $560.05 (equal at 
par to L.115), and his profits are apparently 
reduced to less than 5 per cent., but in reality 
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BooKT. he still has 15 per cent., for the bill for 
#560.05, which he draws on his American cor- 
respondent, the state of the exchange enables 
him to sell for L.126y lOs. — he thus obtains 
a profit on his draft of 10 per c^Eit., or L.11, lOs., 
and L.5 profit on his goods, together L.16, 10s., 
or 15 per cent on the original cost of L.110. 
What he loses on his commodity he gains on the 
sale of his bilL 

When markets are otherwise fisiyoarable for 
exporting and importing, therefore, trade may 
be carried on under an adverse exchange. 
Exports and imports under the new state 
of the exchange may be again brought to equality 
and kept at equality ; but the question still 
remains to be solved, how can the exchange 
be brought back to par ? and how \a the adverse 
debt which was created during the progress of 
the deviation, and which was in truth the cause 
of that deviation, to be paid ? London, it is 
evident, must export to an additional extent, — 
must export beyond equality^ — ^in order to effect 
this. 

First of all, let us suppose an attempt made 
to do this by the exportation of ordinary com- 
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modities. More cloth is sent to the American chap. m. 
market, but the former supply of that com- 
modity was equal to the demand, and if that 
supply be slSH farther increased, two results 
will follow : \st^ The supply of English cloth 
in the American market being greater in pro- 
portion to the demand than before, its price will 
fiall — ^if* it should fall 5 per cent, in the case 
supposed, the profits of the merchant on that 
commodity would be annihilated. But, 2rf, 
If the additional exports have the effect which 
they are intended to have, of improving the 
exchange, the premium on the bill drawn against 
these additional exports, and which constituted 
more than two-thirds of the exporter's profits, 
will likewise be taken away, or greatly re- 
duced. 

These double effects of an attempt to pay the 
adverse debt by exporting ordinary produce 
will prevent the deviations of the exchange fi^om 
being corrected in this way. But l^e important 
thing to note is, that even were the deviation 
corrected, ^ disease is not removed. Our cur- 
rency is still as redundant as before, and every 
yard of cloth exported to pay the deht^ every per 
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BOOK ▼• centage taken from the exchange, would cause 
an exactly correspondmg addition to the exports 
from New York to England. The adverse ex- 
change was in truth the only cotmterweiffht to 
our redundant currency — ^it was the unfavour- 
able exchange specifically which brought ex- 
ports and imports again to equality, and enabled 
trade to be carried on after the change — ^it was 
the premium received in London on his bill 
which enabled the English merchant to export 
to the same extent as before — ^it was the discount 
paid at New York on the corresponding bill 
which prevented the American merchant from 
increasing his exports still more. Every addi- 
tion^ therefore, to our exports beyond equality will 
be met by corresponding additional exportation 
on the other side^ and every attempt to bring the 
balance even wiU be effectually frustrated by the 
foreign merchants putting an exactly equal 
weight in the opposite scale. 

But observe how very different would be the 
effect of London exporting specie to New York. 
Every ounce subtracted from the British circu- 
lation would, pro tantOy diminish general money 
prices in the English market, and would also by 
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SO much bring the exchange nearer to par. New chap. m. 
York would now have no inducement to load 
the opposite scale, for although the price of the 
goods of the New York merchant be reduced 
here, the discount on his bill is reduced to ex- 
actly the same extent. If the price of his goods 
be reduced by 5 per cent, the discount on his 
bill is also reduced by 5 per cent., and when 
the price of the goods is again L.115, the ex- 
change is again at par. Throughout the whole 
process, profits continue steadily at 15 per cent. 
The London merchant will experience the same 
effects. For every pound taken fi*om the pre- 
mium on his bill, his goods cost him one pound 
less; and when the exchange is again at par, 
the price of his goods will be L. 100 as before; 
his profits also continuing steadily at 15 per cent. 
The exportation of spede^ then, is the appro- 
priate remedy for a redimdant, though perfect, 
metallic currency; but it must always be re- 
membered, that it is impossible for a purely 
metallic and weU regulated currency, by its re- 
dundancy, to affect the foreign exchanges to a 
greater extent than the expense of transmitting 
specie. In the case just supposed, if the ex- 
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pense of sending specie to New York were 2 per 
cent.,* our currency could not be comparatively 
redundant to a greater extent than 2 per cent., 
because at this point the surplus gold would 
begin to flow off, and so check any farther rise 
of general prices, or any farther deviation of the 
exchange from par. 

But it is of great importance to remark, that 
where the disturbance of the exchange arises 
from an alteration of the real par, as in the case 
of a degraded metallic currency, or a currency 
redundant by the relative over-issue of incon- 
vertible paper, the erJiancement of the market price 
of bullion is no certain measure of the enhance- 
ment of the general price of commodities which may 
arise from the same cause. In the case of de- 
gradation, the market price is regulated by the 
extent of the degradation ; and in the case of 
redundancy from the over-issue of paper money, 
bullion becomes an ordinary commodity, which 
may be more or less in demand for the payment 
of our debts abroad or conversion into plate at 

* At present the charges are, freight IDs., insurance 15s., 
and reckoning interest so high as 5s., the expense altogether 
will not exceed 1^ per cent. 
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« 

home ; but the ratio of the supply of bullion to chap. hi. 
the demand for bullion may be very different 
indeed from the ratio of the supply of other 
commodities to the demand for them. 

Although the transit of specie is the appro- 
priate and natural remedy for an adverse ex- 
change, created by a redundant though perfect 
metallic currency, it does not follow that the 
redundant specie exported for this purpose must 
be sent to any one country, so as to enhance 
general prices there at the same time that gener- 
al prices are reduced at home. Its exportation 
to any country where it may be wanted will 
produce the same effects on the exchange with 
any other country aa its direct exportation to 
the latter. K London be indebted to New York, 
and Amsterdam indebted to London for specie, 
or any other commodity, New York may be 
paid as effectually by London drawing on Am- 
sterdam aa by directly remitting specie to New 
York. 

We have thus endeavoured to show, 1^^, 
That when the exchange becomes un&vourable 
to a country by the diminished exportation or 
increased importation of commodities in the 
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BOOK V. ordinary course of traffic, the par will be re- 
stored by an increased exportation of commodi- 
ties from the debtor to the creditor country. 
2c?, That when the exchange is adverse to a 
country from the redundancy of money causing 
the same diminution of exports and increase of 
imports, the exchange will be brought again to 
par by the exportation of specie from the debtor 
to the creditor country ; and, 3c?/y, That where 
the unfavourable exchange is caused by a de- 
gradation or debasement of the currency, or by 
the relative over-issue of inconvertible paper, 
or by overvaluing one of two metals improperly 
allowed to form a double standard of money, — 
in all cases, in short, where the disorder of the 
exchange consists of an alteration of the par, no 
enlargement of exports, or abridgment of im- 
ports, whether of commodities or specie, will 
restore the exchange to what (mght to be its par 
were the currencies of both countries in a per- 
fect state. The rectification of the disordered 
currency is in such cases the only remedy. 

From the second of these conclusions, it plainly 
follows, that where a purely metallic currency, 
composed of one metal, as gold, is used, the cur- 
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rency cannot continue redundant, but will always chap. m. 
right itself through the exportation of the super- 
fluous gold. Nor will it make any difference in 
this respect, if, instead of the whole currency 
being composed of gold, a part of the currency 
shall consist oi paper credits j or obligations by' 
government, by a public corporation, or by pri- 
vate individuals of undoubted wealth, to pay so 
much gold to the holder of such credits on de- 
mand. 

Bank-notes, instantly convertible into gold 
at the option of the holder, cannot, if issued un- 
der proper regulations, become depreciated, or 
sink in value, as compared with gold, — ^they 
truly represent gold^ and, to a certain extent, 
may be substituted for it. We say under proper 
regulations ; for, 1^^, it is obvious that as bank- 
notes are nothing in themselves^ or in the eyes of 
foreigners, but so much paper^ a due proportion 
of the currency must still be metallic, — ^such a 
proportion as shall answer aU the purposes of 
foreign trade,— such a proportion as wiU sustain 
the currency in the case of an adverse exchange.* 

* The true principles of currency, exchange, and banking 
are very clearly stated in a recent work, On the Begulation of 
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When an unfavourable exchange is caused by a 
redundant currency, no substitute for gold can 
avail for its permanent restoration to par. 

Currencies^ by Mr Follarton, who forcibly, and, I think, 
conclosiyely argues, that bank-notes, being issued on loan^ 
and therefore retumdbU, at stated times, to the issuers, can 
never clog the market by their redundance, provided their 
perfect conyertilMlity is secured. — FuUartan an Cturrency and 
Banking^ 2d edition, p. 67. 

It must be granted that a really convertible bank-note 
circulation '^ will at all times fluctuate exactly as a purely 
metallic circulation would fluctuate,^ and cannot fluctuate 
differently. 

But it must also be granted that the value of a purely 
metalUc currency does fluctuate — that the ratio of money to 
commodities (which varies with the increase or decrease of 
either — and the increase or decrease is oftener on the side of 
commodities than of money) is frequently such as to elevate 
or depress the money price of commodities, or their value in 
relation to gold, — diminishing or increasing the value of even 
a purely metallic currency to such an extent as to cause a 
fall or rise of the exchange, and a consequent efflux or influx 
of specie. 

A fMxed circulation, the value of which varies with the 
variations in the value of the coin, is not only liable to the 
same fluctuations, but it is evident that when a drain from a 
mixed currency commences, the metallic portion of it alone 
will be sent abroad. 

Assuming, then, that a mixed circulation of coin and con- 
vertible notes will not upon the whole exceed the amount of 
a purely metallic circulation, the question still remains. May 
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Bullion or bankruptcy are the altematiyes. No <»^- n^ 
exportation of ordinary produce can cure the 
disease. The exportation of specie alone can 
restore trade to its healthy state. 

But, 2dj to make sure that a due proportion 
of gold shall always be at command for the pur- 
poses of foreign trade, and to make sure, more 
especially, that when the circulation is in pro- 
cess of reduction by the exportation of specie, 
it shall not at the same moment be receiving 
corresponding augmentations by bankers, for 
their own profit, pouring additional supplies of 
paper upon the market, every banker who is 

not the bank-note portion be greater than the metallic basis 
warrants, and by so much as to endanger convertibility? 

The policy of Sir Robert Peel's recent measures does not 
necessarily turn upon the question, Whether converttbUittf 
alone will secure us a mixed circulation of gold and bank' 
notes which wiUJIuctuate exactly as a purely metaUic ctrcuJo- 
tum would fluctuate ; which is the question broached by Mr 
Tooke, and argued so ably by Mr Fullarton, but upon a 
different question, namely, Whether j in order to ensure con- 
verUbilityy and preserve gold and bank-notes in due and safe 
proportion to each other^ it is necessary to impose a legisla^ 
five restraint on the credit-issues of bankers^ leaving their 
issues upon coin and buUion free and unrestrained ? Both 
questions, I take it, may safely be answered in the afhma- 
tive. 
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allowed to issue notes ought, not merely to give 
surety for the payment of these notes, — ^the pub- 
lic ought to be certiorated, not only that the 
person who is allowed to exercise one of the 
functions of sovereignty, by issuing money, is a 
person of undoubted wealth, — but that he always 
has at his command, and under his immediate 
control, the specific thinff — gold — ^which he pro- 
mises to deliver to the holders of his notes " on 
demand." 

Every issuing banker, therefore, should be 
obliged by law to keep in his coffers a certain 
amount of specie or bullion, and publish the 
amount of his cossets and engagements to the 
world. When gold is the material of money, a 
bank-note is nothing but a warrant entitling the 
holder to demand, and receive on demand, so 
much gold. It matters not that the banker who 
issues that note is rich in land, or houses, or 
commodities ; if he has not in his coffers gold 
to the amount likely to be wanted by the hold- 
ers of his notes, he has not the means of fulfil- 
ling his engagements. Were a government to 
issue " promises to pay " gold on the security, 
and to the extent, of the supposed value of all 



OF FOREIGN TRADE. 305 

the fawd* of a kingdom, these " promises to chap. ra. 
pay " would be nothing better than inconver- 
tible paper-money, and might sink in value as 
much as did the notorious assignats of France. 

* A land-bank was one of the extraragant projects of the 
celebrated John Law, Comptroller-general of the Finances 
of France, better known as the author of the notorious Mis- 
sissippi scheme. Law has been justly designated a political 
quack, and yet there are in his books occasional approxima- 
tions to sound ideas on the subject of money. For example, 
" Silver in bullion or money changes its value, from any 
change in its quantity, or in the demand for it : in either of 
these cases goods are said to be dearer or cheaper ; but 'tis 
silver or money is dearer or cheaper, being more or less 
valuable, and equal to a greater or lesser quantity of goods. 



An ounce of silver being worth 5 shillings and 2 pence, and 
a crown worth 60 pence, unless altered by the prince, makes 
most people insensible of any change in the value of silver 
or money: but as one year the boll of barley is sold for 
2 crowns, and the year after for 3 ; this difiference comes 
from a change in the quantity or demand of the barley, or of 
the money : and that of the money will occasion a difference 
in the price, as well as that of the barley. If last year 
100 sheep were sold for 100 crowns, and the person who sold 
them desires this year to buy the same number of sheep ; 
though the quantity of the sheep, and the demand for them, 
be the same as last year : yet if the money is increased in 
quantity, and the demand for it not increased in proportion, 
the 100 sheep will be equal in value to more money than 
the year before, so the money is cheaper, if the quantity of 

u 
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BOOK V. Land is not the thing for the instant delivery 
of which the warrant called a bank-note has 
been issued, — that thing is gold\ and if such 
warrants are to retain their value, as a substi- 
tute for gold, it is certainly not enough that the 
issuer shall, in a general way, be a rich man ; 
he must have in his coffers, and ready for imme- 
diate delivery, the specific commodity which he 
has engaged to deliver. 

the money and the demand for it be the same as before ; yet 
if the sheep are lesser in qoantity, or the demand for them 
greater: the 100 sheep will be equal to a greater quantity 
of money, so the sheep are dearer." — Money and Trade Can^ 
sidered, by the celebrated John Law, Ac, Glasg. edit. 1760, 
pp. 116, 117. 



CHAPTER IV. 

When the exchange is favourable to a country in 
consequence of the reduction in numerical armmnt 
of a purely metallic currency j perfect according 
to the mint reguloMonSy or a paper currency Jreely 
convertible into such metallic money ^ the true par 
of exchange is not altered; and the disorder tviU 
be corrected by the importation of specie, but not 
by the importation of ordinary produce. 

We now come to a case directly the reverse of ^^^* ^* 
the one last considered, namely, the case of a 
^vourable exchange caused by a contraction of 
one of the currencies, and as the effect of a 
redundant currency was seen to be to raise the 
price of all commodities except the metal of 
which the currency is composed, so the effect 
of contracting the circulation must be to reduce 
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BOOK T. the price of aQ commodities except the material 
of money. 

Here again we must remember the merchant s 
practical role, '^ to buy in the cheapest and sell 
in the dearest market" But it is plain that of 
two countries, in one of which general money 
prices have just fiJlen from a contraction of the 
currency, without any corresponding fiiU m the 
other, the first must be the cheaper, and the 
second the dearer market Let Great Britain 
and the United States of America be again these 
two countries, and Great Britain the country in 
which the contraction of the circulation has 
reduced general prices. The current of trade, 
the stream of commodities, will (while matters 
remain in this state) flow mainly from Great 
Britain to the United States. New York will 
import from London to a greater amount, while 
London will import from New York to a less 
amount New York will, therefore, soon come 
to owe London more than London owes New 
York. The coin of both countries being, by 
supposition, of friU weight and fineness, accord- 
ing to the mint regulations of each, the par of 
exchange will be as before, one sovereign for 
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one dollar 87 cents (estimated in gold), or chap. nr. 
L.100 for 487 dollars or 48^^ eagles; but at 
New York the demand for bills on London 
being greater in proportion to the supply, the 
real exchange will deviate from par. 

Revert to the state of prices both of bills and 
commodities before the supposed contraction 
of the British currency. The ordinary rate 
of profits we have supposed to be 15 per 
cent., and that while the currencies of both 
countries are in their due proportion, the 
London merchant can buy cloth in the Eng- 
ish market for L.lOO, and sell it again at New 
York for $560.05 (equal at par to L.115), 
or with a profit of 15 per cent. ; and that the 
New York merchant can buy raw cotton in 
the American market for 487 dollars, and seU 
it again in the English market for L.115, or 
with the same profit. 

The British currency is now contracted in 
numerical amount, and general money prices 
here fall 10 per cent. The exchange has not 
yet deviated from par. 

The raw cotton which stiU costs in America 
487 dollars, can now be sold in England, not 
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^ocm. ▼. for LllS, but for L.115 minus 10 per cent., or 
L.103, 10s. Less cotton, therefore, will be 
exported from America, for the £all of prices 
in England will chedi and discourage its ex- 
portation. 

On the other hand, the cloth which formerly 
cost in London L.100 will now be purchased 
for L.90, and can still be sold at New Yoiic 
for ♦560.05. More cloth, therefore, will be 
exported from London in consequence of this 
reduction in its cost 

But the exports from London being greater, 
and those frx>m New York less than before, 
New York will come to owe London more than 
London owes New York. 

The real exchange will now deviate from par. 
It will become more and more favourable to 
Great Britain during the progress of the change, 
and when the contraction of the British circula- 
tion has produced its full effect, the exchange 
will be 10 per cent, against New York and in 
favour of London. 

Now, under this new rate of exchange^ trade 
may still be carried on; but the profits of 
the exporters on both sides will, to the extent 
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of 10 per cent., be transferred from the com- chap, iv. 
modities to the bills. 

The London exporter buys his cloth for 
L.90 (equal at par to $438. 3), and sells it 
for $560.05 (equal at par to L.115), thus ap- 
parently gaining a much greater profit than 
15 per cent; but on the sale of the bill which 
he draws on his American correspondent for 
this sum, he must submit to a discount of 
10 per cent., or $56,005, which leaves him 
$504.045 — ^his profit is thus only $65,745 (equal 
to L.13, 10s.), or 15 per cent, on L.90. 

The New York exporter, on the other hand, 
buys his raw cotton for 487 dollars, and sells it 
in England for L.115 winus 10 per cent., or 
L.103, 10s., and his profits are apparently 
reduced to 3^ per cent. ; but they are not in 
reality reduced to this extent, though not quite 
so great aa before; for he obtains a premium 
on his bill equal to 10 per cent, on L.103, 10s. 
or 10^, making altogether 13^ per cent. 
The profits of the merchant who exports to 
a country where general money prices have 
fallen can never be fiilly made up to him by 
the premium on his draft, because the reduc- 
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«x» ▼• tion of general prices acts upon the gross worth 
of hb commodity, while the premium is received 
only on the net amount for which he draws on 
his correspondent In the instance just given 
the New York merchant loses 10 per cent, 
on L.115, while what he gains is 10 per cent, 
on only L.103, 10s. Were the rise in the 
value of British money to go farther, the profits 
of the foreign merchant would be still farther 
reduced, and at length wholly annihilated. 
Suppose general prices in England reduced 
by 50 per cent., the cotton which cost 487 
dollars in America, would now be sold in 
England for L.115 minus 50 per cent., or for 
L.57, lOs. All that the foreign merchant could 
draw for against this consignment would be 
L.57, 10s., and supposing the exchange to be 
50 per cent, against New York, the merchant 
would obtain a premium of 50 per cent, on 
L.57, lOs., equal to L.28, 15s. He would thus 
receive altogether L.86, 5s. And instead of 
having any profit, he would lose 13f per cent, 
by the transaction. 

But it is idle to speculate farther on the 
results of an attempt to bring back the ex- 
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change to its true par by the exportation of chap, iv, 
ordinary produce from the debtor to the creditor 
country in a ca«e where the deviation is caused 
by the contraction of one of the currencies. 
For even if the foreign merchant couldj in the 
case we have supposed, increase his consign- 
ments of cotton tvidumt a reduction of his profits, 
and without the price of his commodity givmg 
way still farther under the combined action of 
a contracted currency and an enlarged supply — 
even if he could, by so increasing his exports, 
produce the desired effect of correcting the 
deviation of the exchange, he would just, by 
so much, increase the disorder which it was his 
object to cure ; for our currency would, after 
such increased exportation, remain as deficient, 
as much contracted as before. 

The adverse exchange counterbaJanced the 
advantage which the English merchant would 
otherwise have reaped from the general reduc- 
tion of money prices; it was the premium 
received abroad which enabled the foreign mer- 
chant to export after this fall of prices ; it was 
the corresponding discount to which the English 
merchant was obliged to submit that prevented 
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^^^▼- him from increasing his exports still more. 
Every addition, therefore, to the foreign exports 
will be met by additional exports, to a corre- 
sponding extent, from England; and by how 
much nearer the exchange is brought to par, 
by so much greater will be the inducement to 
load the rising scale, so as to prevent the balance 
from regaining its equilibrium. 

The effect of exporting specie from the United 
States to England would be very different. 
Every ounce of gold added to the British cir- 
culation will by so much raise general money 
prices, and by so much enable the goods sent 
to the English market to sustain the action of 
the &lling premium on the biUs drawn against 
these goods, for just as that premium fiJls 
general prices will rise; whUe in England, 
the inducement to export to an additional 
amount will be lessened. The discount on 
foreign bills will indeed fall as the exchange 
approaxjhes nearer to par, but the money price of 
British products in the home market will at 
the same time continue to rise, leaving the 
exporter only the ordinary rate of profits. 



CHAPTER V. 

Theory of exchcmge in cormexion vnth the theory of 
profits — Where the material of money is supplied 
through the medium of foreign trade j a fall of 
natural profits is followed by the same addition to 
the circidation^ and re-adjustment ofprices^ which 
would take place in a country having mines of its 
own. 

Bei*ob£ proceeding farther we must request the cHiip. v. 
reader to turn back and again peruse the 9th 
and 10th Chapters of the 3d Book, and the 4th 
Chapter of the 4th Book. But it may be proper 
here to remind him that a fall of what we have 
ventured to call the natural rate of profits in 
any country is preceded by an increase of 
population, an enlargement of the supply of labour^ 
and a consequent reduction of the value of labour^ 
whether estimated in com or gold^ and that con- 
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BooKv. Bequently, where a country has mines of its 
own, the supply of gold is increased until the 
money price of labour is raised so high as to 
leave the miner the new general rate of profits, 
and nothing more. 

Now, if this theory of profits be good for 
anything, it is incumbent on us to show that — 
where a country has no mines of its own from 
which its supplies of money can be obtained, 
and when, consequently, these supplies are ob- 
tained through the medium of trade and the 
foreign exchanges— a general faU of profits will 
produce, necessarily and UTUxvovddbly^ such an 
importation of gold, such an addition to the 
circulation, and consequent rise of money wages, 
as shall leave to the producers of our exports 
the natural rate of profits, and nothing more. 

Let us suppose the ordinary rate of British 
profits to be, as before, 15 per cent., and that 
for the maintenance of an advancing population, 
and from the causes described in the 4th 
Book, recourse is obliged to be had to inferior 
land, which wiU yield no greater surplus than 
10 per cent. The money price of labour in the 
mean time has fallen, and, temporarily, there is 
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a general enlargement of supply, and a general chap. v. 
reduction of money prices in all departments of 
production — ^there is, in short, more of every 
thing in the market except money. Now this, 
though nearly the same, is not exactly the same 
case as the one explained in the last chapter, 
namely, the case of a country with a contracted 
circulation, for in that case the ratio of money to 
all commodities in our markets, whether of home 
or foreign production^ being diminished, the price 
of aU these products was supposed to fall by 10 
per cent. In the case now supposed, the ratio 
of home products to money is increased, which, 
as regards them^ is the same thing in effect as a 
contraction of the circulation; but then there 
is no change in the proportion between the 
money in circulation and the supply of foreign 
products in our markets, and if there be no re- 
duction in the cost of production abroad, it is 
certain that foreigners will not give us their 
commodities for less money than formerly, how- 
ever our altered circumstances at home may 
make us content with smaller profits. 

Now the merchant's rule still being to buy in 
the cheapest and seU in the dearest market, 
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BOOK V. New York will not export to Loudon more Ame- 
rican produce than formerly, for our market, as 
regards such produce, is neither a dearer nor a 
cheaper market than it was before ; and if the 
supply of such produce be farther increased, its 
price will fell, so as no longer to leave the ordi- 
nary rate of American profits, which we suppose, 
as in the last case, to be still 15 per cent. 

But there is not the same reason for the £ng- 
lish producer continuing to limit A« exports, 
for we assume that in no department of native 
industry can he now realize more than 10 per 
cent. ; and the money price of British produce 
having generally fallen, the English merchant 
will be content to increase the supplies of such 
produce in the American market, until the prices 
there are so reduced as to leave him only 10 
per cent. 

But the exports from England to the United 
States being greater, and those from the United 
States to England no greater than before, New 
York will come to owe London more than Lon- 
don owes New York. 

The real exchange will now deviate from par. 
It will become more and more favourable to 
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England during the progress of the change, and chap. t. 

when the increase of exports from England to 

the United States has produced its ftdl eflPect, 
the exchange will (let us suppose) be 5 per cent, 
against New York, and in favour of London. 

At first, after this change, the London ex- 
porter will buy his cloth in the English market 
for L.95, and sell it in the American market 
for $560.05 (equivalent to L.115), realizing 
temporarily a very high profit, equal to the dif- 
ference between 95 and 115, or more than 20 
per cent. He will, therefore, go on exporting 
cloth, till, on the one hand, the additional sup- 
plies thus poured into the foreign market shall 
so reduce its price, and till, on the other, the 
additional exportation shall so increase the dis- 
count on his bills, as to leave him no greater 
profit than 10 per cent. He can, in shorty in- 
crease his exports until, by the double action of 
these causes, his profits are reduced from 20 to 
10 per cent. 

On the other hand, the New York exporter 
still sells his cotton in England with a profit of 
15 per cent. Before the exchange deviates from 
par, he cannot increase his exports without 
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BooKv. diminishing his profits. After the exchange 
deviates from par, he receives a premium on his 
bill in addition to the profits on the price of his 
goods, but even after this, if he shall increase 
the exports of ordinary produce beyond the 
former amount, what he gains on the exchange 
he will lose on the price of his commodity. And 
if his operations have the effect which they are 
intended to have, namely, the effect of correct- 
ing the deviation of the exchange, his profits 
might be annihilated by the reduction of the 
price on the one hand, and of the premium on 
the other. 

But such operations cannot produce this effect ; 
for here, as in the case of an enlargement or 
contraction of the circulation, even if the foreign 
merchant could get quit of the adverse action of 
falling prices in the English market, his addi- 
tional exportation would hold out an irresistible 
inducement to the English exporter to pui a cor- 
responding weight into the opposite scale. For the 
effects of the falling price of the additional 
foreign produce in our markets are counteract^ 
by the premium on the bill in the foreign mar- 
ket ; and to bring the exchange nearer to par is 



' OF FOREIGN TRADE. 321 

just to modify this counteracting cause. But chap. m. 
this is not all — ^it was the corresponding discount 
taken from the bill of the English exporter 
which put a stop to the farther increase of his 
exports ; and the operations of the foreign mer- 
chant, in as far as they have the effect of cor- 
xecti.;g the deviation of the e.oh«.ge, tend di- 
rectly to remove this check ; and so the very 
means taken to remedy the evil will in reality 
increase it. The cause of the disease is the in- 
creased ratio of commodities to money in the 
English market, and until the former ratio is 
restored by an enlargement of the circulation, 
the disorder of the exchange will continue. 

By the transmission of specie, either directly 
from the United States, or from some other 
country to which American produce may be 
exported, the exchange will at once be restored 
to par, and money prices will again rise in Eng- 
land, till the difference between the price of 
English products in the home market and the 
price of the same products in the foreign market 
shall be equal to the now reduced natural rate 
of profits in England. The restoration of money 
prices in England will enable the foreign pro- 

X 
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BOOK y. ducts sent thither to sustain the action of the 
falling premium on the bills drawn by the for- 
eign merchant, for as that premium falls money 
prices will rise, while the reduced discount on 
foreign bills drawn here against English exports 
will hold out no inducement to a ferther in- 
crease of these exports,— the reduction being 
accompanied with a corresponding rise of the 
price of English products in the home market. 
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NOTE (A).— Book II. Chap. II. 

Mr Rigardo first of all lays down the rule broadly mote a. 
and unqualifiedly that " the value of a commodity, or 
the quantity of any other commodity for which it will 
exchange, depends on the relative quantity of labour 
which is necessary for its production." — {Principles of 
Political Economy and Taxation, 3d edition, p. 1). 
'' That this is really the foundation of the exchangeable 
value of all things, excepting those which cannot be in- 
creased by human industry, is a doctrine of the utmost 
importance in political economy," &c. {lb. p. 4). Now, 
observe the number and magnitude of the exceptions to 
the rule thus broadly laid down in the outset, and after- 
wards resumed, and most ingeniously reasoned upon, 
throughout Mr Ricardo's work. 

1. The rule itself contains, in gremio, an exception 
of all commodities produced under a natural monopoly 
or an artificial monopoly, which can be made ejBEectual — 
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votE A. these " cannot be increased by hnman indiutry ;" and, 
therrfcre^ " the labour realized in than" does not " re- 
gulate their exchangeable ralne." 

2. Mr Bicardo admits (p. 25), that '' the prindple 
that the quantify of labour bestowed on the production 
of conunodilies regulates their exchangeable ralue, ia 
eandderabbf modified by the employment of machinery, 
and other fixed and durable capital/' He says (p. 28), 
*' if men employed no machinery in production, but la- 
bour ^y, and were all the same length of time brfore 
they brought their commodities to market, the exchange- 
able vcdue of their goods would be precisely in propor- 
tion to the quantity of labour employed.'' Be it so ; 
but as men do employ machinery, and not labour <»ly, 
in the production <^ almod euery exchangeable coomio- 
dity, so to almost no one commodity can Mr Bicardo's 
theory be applied, without a considerable modification, 
a modification in truth so considerable, as well nigh to 
annihilate the rule altogether. Indeed it is difficult to 
say to what department of industry such a principle can 
be applied. It evidently does not apply to the cotton, 
woollen, or silk manu&ctures, to agriculture or mining, 
to the production of cutlery or hardware, earth^Lware 
or china, or any of our great staples, for in all these 
machinery and other fixed and durable capital are em- 
ployed. But again, Mr Bicardo says (p. 28), '' if they 
employed fixed capital of the same ralue and of the same 
durability, then, too, the yalue of the commodities pro- 
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dttced would be the same, and they would yar j with i«otb a. 
the greater or less quantity of labour employed on their 
production." But they do not employ &ied capital of 
the same value, or of the same durability ; and, tfiere- 
fore, the value of the commodities is not the same, and 
it does not vary with the greater or less quantity of 
labour employed on their production. 

8. Mr Ricardo (p. 34), thinks it " hardly necessary 
to say that commodities which hcwe the same quantity 
of labour bestowed on their production will differ in ex- 
changeable value if they cannot be brought to market 
in the same ttma." In this case, the '' principle " that 
the quantity of labour worked up in commodities regu-^ 
lates their value, goes absolutely for nothing, for there 
are scarcely two trades in the world where the producers 
'' are the same length of time before they bring their 
commodities to market." 

4. Mr Ricardo having, from the principle to which 
we have so often referred, deduced the farther '' prin- 
ciple that value does not vary with the rise or fall of 
wages'' (p. 36), finds afterwards that this derivative 
principle is modified also by the unequal durability of 
capital, and by the unequal rapidity with which it is 
returned to its employer" (p. 36). In by far the greats 
number of employments, therefore, value does " vary 
with the rise or fall of wages," inasmuch as in almost all 
departments the capital employed is '* of unequal dur- 
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NOTE A. ability," and rpturns to its employer with very " un- 
equal rapidity." 

5. Mr Ricardo's theory is self-contradictory — ^its 
parts will not hold together. Take, for instance, the 
following passage (p. 18) : — " If we look to a state of 
society in which greater improvements have been made, 
and in which arts and commerce flourish, we shall still 
find that commodities vary in value conformably with 
this principle" (the principle that the exchangeable value 
of commodities is in proportion to the labour bestowed 
on their production) : '* In estimating the exchangeable 
value of stockings, for example, we shall find that their 
value, comparatively with other things, depends on the 
total quantity of labour necessary to manufacture them 
and bring them to market. First, there is the labour 
necessary to cultivate the land on which the raw cotton 
is grown ; secondly, the labour of conveying the cotton 
to the country where the stockings are to be manufac- 
tured, which includes a portion of the labour bestowed 
in building the ship in which it is conveyed, and which 
is charged in the freight of the goods ; thirdly, the la- 
bour of the spinner and weaver ; fourthly, a portion of 
the labour of the engineer, smith, and carpenter who 
erected the buildings and machinery, by the help of 
which they are made ; fifthly, the labour of the retail 
dealer, and of many others whom it is unnecessary 
further to particularize. The aggregate sum of these 
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varimiB lands of labour determines the quantity of other note a. 

things for which these stockings wiU exchange, while 

the same consideration of the various quantities of 
labour which have been bestowed on those other things 
wiU equally gorem the portion of them which will be 
given for the stockings." I make no apology for 
quoting this passage at length, because here we see 
Mr Ricardo's theory carried out to its legitimate results, 
and we find that the whole is founded upon a proposi- 
tion which involves a direct contradiction. Suppose 
that by some new process of arithmetic we could reckon 
up the labour and '' portion^ of labour " employed in 
the production of the stockings ; and suppose the labour 
expended in producing two pairs of them were found to 
be exactly equal to the labour bestowed in making a 
hat : two pairs of stockings would then, according to 
Mr Ricardo, exchange for one hat. The labour em- 
ployed in producing the stockings regulates, by hypo- 
thesis, their value. Suppose that labour to be doubled, 
a hat will then, by the same hypothesis, exchange for 
only one pair of stockings instead of two paurs. But if 
so, the labour worked up in the hat is no longer a 
criterion of its value, at least of its value estimated in 
stockings. Again, change the circumstances, and sup- 
pose the labour now necessary to the production of a 
Jutt to be doubled, the labour employed in producing 
the stockings being exactly the same as before, one hat 
will now exchange for four pairs of stockings instead 
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NOTBA« of two as formerly. Here then we haye, on Mr 
Ricardo's own showing, the value of stockings in rela- 
tion to hat& redtJtced by one^hcUf, urithout any change 
whatever in the labour employed on their production. 
If it be said that the change consists in the value of the 
hat being doubled, and not in that of the stockings being 
reduced by one-half, then I answer that this is a mere 
play upon words. Mr Ricardo at the very beginning 
of his work (p. 1) uses the expression, '* value of a com- 
modity," as synonymous with " the quantity of any 
other commodity for which it will exchange." This is 
his definition of value, and it is a correct definition. 
To talk of value without reference to some other ccnn- 
modity, in which that value is estimated, is meaning^ 
less; and if the value of a commodity be changed in 
consequence of the altered conditions under which 
anotJier commodity is produced, without any change in 
the labour bestowed on the commodity itself, then it 
follows that the labour worked up in that commodity 
is not a standard measure of its value, nor is it the 
foundation of that value. Suppose every commodity in 
the market, except stockings, to be produced by double 
the former quantity of labour (the thing is conceivable), 
the same quantity of stockings would now, on Mr 
Ricardo's principles, exchange for only one-half the 
former quantity of everything else, yet, according to 
that author, no change would even then have been 
effected in the value of the stocldngs. This is plainly 
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absurd, because it contradicts the definition of value notb a, 
previously given. But although this were got over, 
the difficoltj presented bj Mr Rioardo's theory is not 
surmounted; for, unfortunately for that theory, the 
shipowner, the spinner and weaver, the engineer, 
smith, and carpenter, all those furnishing the labour, or 
portions of labour, realized in the stockings, " employ 
machinery and fixed capital of unequal durability," and 
find " their returns come in with unequal rapidity ;" — 
so that, in no sense whatever, can it hold true that *' the 
sum of the labour " employed in producing the stock- 
ings regulates their value, or the value of the other 
commodities for which they may be exchanged. 

6. But assuming that the natural price of commodi* 
ties is regulated, as Mr Ricardo supposes, by the 
quantity of labour employed on their production, the 
question may naturally be asked, how and by what 
means is the market price, when it happens to deviate, 
brought back again to the natural price ? Mr Ricardo 
admits that the market price may be, and often tem- 
porarily is, different from the natural price; for, in 
another part of his work (p. 80) he says : " In making 
labour the foundation of the value of commodities, and 
the comparative quantity of labour which is necessary 
to their production, the rule which determines the re- 
spective quantities of goods which shall be given in 
exchange for each other, we must not be supposed to 
deny the accidental and temporary deviations of the 
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VOTE A. actual or tnarket price of commodities from this their 
primary and natural price." And, in the following 
passage fp. 83), he expkuns the mode in which these 
dcTiations are corrected : ** Let ns suppose that all 
commodities are at their natural price ; and consequently 
that the profits of capital in aD employments are exactly 
at the same rate, or differ only so much as, in the esti- 
mation of the parties, is equivalent to any real or £Eincied 
advantage which they possess or forego. Suppose now 
that a change of fashion should increase the demand for 
silks, and lessen that for woollens, their natural price, 
the quantity of labour necessary to their production, 
would continue unaltered, but the market price of 
silks would rise, and that of woollens would fall ; and, 
consequently, the profits of the silk manufacturer would 
be above, whilst those of the woollen manufacturer 
would be below, the general and adjusted rate of pro- 
fits. Not only the profits but the wages of the work- 
men would be effected in these employments. This 
increased demand for silks would, however, soon be 
supplied by the transference of capital and labour 
from the woollen to the silk manufacture ; when 
the market prices of silks and woollens would again 
approach their natural prices, and then the usual 
profits would be obtained by the respective manufac- 
turers of those commodities." Here Mr Ricardo fully 
admits that all deviations from the natural price are 
corrected by the agency of supply and demand^ by a 
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transference of capital and a consequent increase or note b. 
diminution of quantity. But the principle which cor- 
recta such deviations, which raises, depresseSy and 
ADJUSTS prices to a certain standard, does in reality 
fix and regulate these prices. Why, then, beat about 
for another principle less plain, less intelligible, and 
which involves contradictions ? Why go in search of a 
new rule, guarded by exceptions and modifications of 
exceptions, alike destructive of the rule itself, when we 
have already got all that we want, a plain well known 
principle, according perfectly with facta which come 
under our daily observation, requiring neither modifica- 
tion nor exception, and accounting satisfactorily and in- 
telligibly for all the phenomena which the science is 
called upon to explain. 



NOTE (B).— Book IL Chap. III. 

There are some commodities the cost of producing 
which may be resolved almost exclusively into the value 
of human labour. The fish and game killed and ex- 
changed by a rude and barbarous people are commodi- 
ties of this class. The value of the capital employed is 
very trifling, and the profits of that capital form a small 
and inappreciable part of the price. Adam Smith has 
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HOTS B. said (book i. ch. v.) that " in that early and rude state 
of society, which precedes both the accumnlation of 
stock and the aj^ropriation of land, the proportion be- 
tiveen the quantities of IcAour necessary for acquiring 
different objects seems to be the only circumstance which 
can afford any rtUe for exchanging them for one another. 
If among a nation of hunters, for example, it usually 
oost twice the labour to kill a beaver which it does to 
kill a deer, one bearer should naturally exdiange for or 
be worth two deer. It is natural that what is usually 
the produce of two days' or two hours' labour should 
be worth double of what is usually the produce of one 
day's or one hour's labour." On this Mr Ricardo founds 
his doctrine, that *' the value of a commodity, or the 
quantity of any other commodity for which it will ex- 
change, depends on the relative quantity of labour wbich 
is necessary for its production ;" and he argues that one 
beaver, in the case supposed by Adam Smith, will ex- 
change for two deer, because twice as mudi labour is 
employed in bringing one beaver to market as is em- 
ployed in bringing one deer to market. What Adam 
Smith represents as a rule, Mr Ricardo assumes as a 
catue. 

Now it has been already shown that no commodity, 
no subject of exchange, can rise or fall in value in respect 
of itsel/. Labour is a subject of exchange, and two 
days' labour per se must, therefore, always have double 
the value of one day's labour (of the same kind) per se; 
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bat when labour has been once expended, worked up, hotb b. 
and realized in another commodity, the value of that " '" ' 
commodity in relation to any third commodity, also the 
product of labour, will depend upon the adjustment of 
their relative supply. 

To test this, suppose that, right or wrong, wisely or 
unwisely, three-fourths or nine-tenths of the ** nation of 
hunters" betook themselves to the killing of beavers, 
and that only the remidning one-fourth or one-tenth 
continued to kill deer, and that double the labour re* 
quired to kill a deer were still required to kill a beaver. 
After this great increase of the supply of beavers, would 
one beaver still continue to exchange for two deer? 
Assuredly it would not, — ^most likely the former state 
of things would be retxrsed, and one deer would now ex* 
change for two beavers. Those ^igaged in killing bea- 
vers would no doubt have made a most unprofitable 
change of their employment, but still this alteration of 
the relative values of tike animals clearly shows that 
relative quantity and not relative labour is the founda- 
tion of exchangeable value. It shows, too, that double 
the amount of labour was bestowed in killing beavers, 
because the beaver hunters knew that by limiting the 
number of beavers to one-half the number of deer, they 
could ensure an exchange on such terms as would remu* 
nerate them for their labour. 

Labour has nothing to distinguish it from other sub- 
jects of exchange, except that it comes first in order. 
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NOTE B, It is inoorporeal and imponderable, and though meagwr^ 
""■"—"""^ otfe, Lb what mathematicians would term an improper 
quantity. Of all things it is the worst fitted to be a 
measure of valtie, because it is not homogeneous. Of all 
commodities which may be sold or exchanged, it is per- 
haps the least uniform in quality. *' It is often diffi- 
cult/' says Adam Smith, " to ascertain the proportion 
between two different quantities of labour. The time 
spent in two different sorts of work will not always alone 
determine this proportion. The different degrees of 
hardship endured and of ingenuity exercised must like- 
wise be taken into account. There may be more labour 
in an hour's hard work than in two hours' easy busi- 
ness; or in an hour's application to a trade which it 
costs ten years' labour to learn, than in a month's in- 
dustry at an ordinary and obvious employment. But 
it is not easy to find any accurate measure either of 
Imrdship or ingenuity. In exchanging, indeed, the 
different productions of different sorts of labour for one 
another, some allowance is commonly made for both. 
It is adjusted, howeyer, not by any accurate measure, 
but by the higgling and bargaining of the market, ac- 
cording to that sort of rough equality, which, though 
not exact, is sufficient for carrying on the business of 
common life." — Weaith of Nations, book i. ch. 5. 

Mr Ricardo has cusumed that labour is the founda- 
tion of exchangeable value, — ^he has not proved it. No 
doubt the comparative cost of productiony of which la- 
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bonr is always a main ingredient, is the rule by which note c. 
the reUxtive supply of commodities in the market is ad- 
justed, bat it is the adjvMment and not the quantity of 
labour which actually fixes the price ; and, accordingly, 
no sooner does Mr Ricardo leave that very limited class 
of commodities, which are the immediaU products of 
human labour alone, than he is obliged to allow numer- 
ous and most sweeping exceptions to his rule. 



NOTE (C.)— Book III. Chap. V. 

An eloquent modem historian, in a recent publica- 
tion, has proposed, '' That the Bank of England should 
be authorized to issue one-pound notes to any extent, 
under an obligation to pay them in specie on demand 
in gold or silver, but at the market price of those metals 
when presented only." — Alison^s England in 1815 and 
1846, CT, a Suffiaent and a Contracted Currency, p. 93. 
In support of this proposal, Mr Alison argues anxi- 
ously and ingeniously, but not conclusively. He quotes 
the following passage from Locke : '' It is necessary 
that your gold should be coined and have the king's 
stamp upon it, in order to secure men in receiving it 
that there is so much gold in each piece. But it is not 
necessary that it should have a fixed value put on it by 

T 
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KOTB 0. public authority." On this passage Mr Alison has the 
7 following commentary : — " It is the oblivion of the 
latter part of the maxim of the philosopher that has 
produced, and will produce, as long as the present law 
on the subject subsists, such fatal effects from this obli- 
gation to pay in the precious metals. As these metals, 
by the common consent of men, are the circulating me- 
dium of all countries, and bank-notes are issued as re- 
presenting such medium, and for a profit to the issuers, 
nothing can be more proper than that, in the ordinary 
case, they should be under an obligation to take them 
up with the common currency of men. But nothing 
can be more unjust, and, in its ultimate effects, ruinous, 
than that they should be obliged, as they now are, and 
have been since the act of 1819, to take them up at a 
different 'price for gold than what it bears at the time in 
the market.'* — (lb. p. 58.) Mr Alison had just before 
remarked (p. 56) : " The test of the paper-currency in 
circulation being excessive, is not to be looked for in the 
difference between the mint and market price of gold — 
for that only shows the difference in the value of that 
precious Tnetal at the time the mint price was 
FIXED and the present moment, but in the enhanced 
price of commodities, whether paid in bank-notes, silver, 
or any other currency." 

Mr Alison's commentary on Locke, to say the least 
of it, is not less erroneous than such glosses frequently 
are ; but the words of the text are, notwithstanding. 
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strictly true. At the time Locke wrote, and for a long note c. 

time afterwards, the currency of this country was based 

upon silrer exclusively — and the value of a guinea 
fluctuated from 2Qs. to 30s. Under such circum- 
stances, not only was it " not necessary," but it 
was not possible for government to put a fixed v^lue 
upon gold. But although gold had been the sole stan- 
dard, Locke's doctrine would still have been correct. 
So long as an ounce of gold is ordered to be coined into 
L.3, 17s., lO^d., it is not necessary that it should have 
any other ** fixed value put upon it by public authority." 
The sum of L.3, 17s., 10^. is not, bs Mr Alison appears 
to suppose, an antiquated assize value, put upon gold 
by Kings and Parliaments at some bygone period of 
our history. It simply marks a relation of quantity , 
which is eternal — ^it is another name for an ounce of 
gold — it is an ounce of gold — ^and while the present mint 
regulations are observed, must be the price of an ounce 
of gold, and cannot cease to be so, any more than Skfoot, 
ordered to be divided into twelve equal parts, can cease 
to be equal to twelve inches. 

But it is unnecessary to pursue the discussion farther. 
Mr Alison's proposal is not a new one. In march 1819, 
the Bank of England was applied to by the Lords' 
Committee to know " whether the Blank had any and 
what objections to urge against the passing of a law to 
require it should pay its notes in bullion on demand, but 
in sums not less in amount than L.lOO, L.200, or L.300, 
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NOTE c. at L.3, 17s. 10^., aad to buy gold bullion at L.3, 178. 6d. 

by an issue of its notes." The answer of the directors 

was, " The Bank has taken into consideration the ques- 
tion sent by the Committee of the House of Lords, under 
date of the 24th March, and is not aware of any diffi- 
culty in exchanging for a fixed amount of bank-notes, 
gold bullion of a certain weight, provided it be melted, 
assayed, and stamped by His Majesty's mint. The 
attainment of bullion by the Bank at L.3, 17s. 6d. is 
in the estimation of the court so uncertam, that the 
directors, in duty to their proprietors, do not feel them- 
selves competent to engage to issue bullion at the price 
of L.3, 17s. 10^. ; but the court beg leave to suggest, 
as an alternative, the expediency of its furnishing bullion 
of a fixed weight to the extent stated cU the market price 
as taken on the preceding foreign post day, in exchange 
for its notes ; provided a reasonable time be allowed for 
the Bank to prepare itself to try the efifect of such a 
measure." 

On this Mr Ricardo has remarked, in one of his 
ablest works {On Protection to Agriculture, p. 29), " If 
this proposal had been acceded to, the Bank would itself 
have determmed the price at which it should have sold 
gold from time to time to the public, because, by extend- 
ing or curtailing their issues, they had the power to 
Tnake the price of gold just what they pleased, L.4 or 
L.IO an ounce, and at that price to which they might 
choose to elevate it, they graciously proposed to sell it. 
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provided a reasonable time should be allowed to prepare note c. 
itself to try the effect of such a measure." 

It must be obvious that a currency issued on such 
principles would land us in all the calamities which 
have followed, and ever must follow, the issue of paper 
money absolutely inconvertible, and without any of the 
advantages of such money, for it would be both more 
expensive and less under control. An act to empower 
the Bank of England to issue L.l notes under an obli- 
gation to pay them in specie at tTie market price (assum- 
ing the market price to fluctuate on the principle stated 
by Mr Ahson), would deserve to be entitled, *^ An act 
to enable the Bank of England to compound their debts 
whenever the state of trade shall render it of more 
than ordinary importance to their creditors to be paid 
twenty shillings in the pound." 

But the market price of the standard does not, and 
cannot, so fluctuate. 

Much error appears to have arisen from not suffi- 
dently distinguishing between the effect produced by a 
limited or redundant currency on the price of buUian, 
or the material of money, and the effect produced by 
such limitation or redundancy on the money price of all 
other commodities. 

That the enlargement or contraction of the general 
volume of the currency, whether purely metallic, or 
consisting partly of metal, and partly of paper instantly 
convertible into gold on demand, elevates or depresses 
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NOTE G. to some extent the market price of gold or the standard, 
— ^is a fallacy which, though not very explicitly an- 
nomiced, appears to pervade the reasoning, not only of 
Mr Alison in the work to which reference has been 
made, but of Mr Bicardo, in the passage just quoted, 
and in other parts of his works. — See, in particular. 
Proposals for an Economical and Secure Currency , 
pp. 10, 11. 

As this theoretical error is calculated to lead to fatal 
practical mistakes, it deserves (although the resumption 
of the argument may be thought prolix) to be examined 
with the utmost care. 

As matter of historical fact, it will probably be allowed 
that the exportation and melting of the coin never has 
been effectually prevented ; and, if we are to judge of 
the future from the past, we may safely affirm that it 
never tuUl, in any country of the world, be effectually 
prevented. With this fact and this unavoidable infer- 
ence before us, what we have to consider is^ whether the 
mere limitation or enlargem^ent of the circulation can be 
made the instrument of regulating the price of buUian, 
or the material of the money in which that price is 
estimated? 

This question nuiy be brought to a very simple issue. 
Suppose the circulation to consist of twenty miUions of 
sovereigns of the present standard of our mint, and that 
by some miraculous process each piece is suddenly re- 
duced by a twentieth part, or 5 per cent., but without 



APPENDIX. 843 

any increase or diminution of the total sum in circula- note c. 
tion. After such a change, although the whole currency 
would still not exceed twenty milHons, the price of gold 
bullion would assuredly not continue at L.S, 17s. lO^d. 
an ounce, as it ought to do if the numerical amount of 
the drculating medium regulates that price, but would 
rise to L.4, Is, 9^d. The least refleetioin will oonvinoe 
us that it must be so. Nineteen-twentieths of an ounce 
of gold of standard fineness ^instead of a whole ounce) 
are now equal to 3i|g sovereigns or L.3, 17b. lO^d. 
The case then is this, I put ob many of these new 
soYcreigns into a melting pot as will produce an ofwnce 
of gold bullion, and I immediately carry this bullion to 
the mint to be reooined. How much money do I re- 
ceive for it ? I receive L.4, Is. 9 jd. That sum, then, 
is now the price of an ounce of gold bullion. 

Under the former state of things, 1869 sovereigns 
were equal to 40 lbs. troy of standard gold bullion. I 
now put as many of the new sovereigns into the melting 
pot as will make up 40 lbs. troy ; shall I sell this weight 
of bullion (whatever be the total amount of the circula- 
tion) for L.1869 of the new money, or at the rate of 
L.3, 17s. 10^. of that money for each ounce, 
when^ by the moderate exertion of carrying the bul- 
lion to the mint, I can bring home L.1962, 9s. ? — If 
I can have a pound troy of standard gold converted 
gratis and instantly into L.49, Is. 2|d., why should I 
sell it for L.46, 148. 6d. ? And what difference can it 
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NOTE c. make to me whcxt the total amount in circulation may 
be? K I can get L.4, Is. 9^(1. for an ounce of bullion, 
I will assuredly not sell it for L.3, 17s. 10^., whether 
my neighbours happen to hare one hundred pounds or 
one hundred millions of pounds in thdr pockets. 

When the coin is perfect, therefore, and the exporta- 
tion and melting of it is allowed, it is difficult to discovar 
why the market price of bullion should deviate (either 
on the one side or the other) from the mint price, by 
reason of an enlargement or contraction of the circula- 
tion. The best mode of testing the effect of mere 
limitation or enlargement on the price of bullion is to 
suppose the circulation of 20 millions to be doubled in 
numerical amount, and, at the same time, each coin 
doubled in weight. In that case, the price of buUion, 
on the principles of those who contend that the price of 
bullion is raised or depressed by the enlargement or 
contraction of the currency, must rise to L.7, 15s. 9d. 
per ounce, or twice L.3, 17s. 10^. On the contrary, it 
is obvious that it will /aZZ to (me^halfoi L.3, 178. 10^., 
or L.l, 18s. ll^d. per ounce. I am possessed of two 
ounces of standard gold. I carry that quantity of 
bullion to the mint and I receive of the new money 
L.3, 17s. lO^d., or L.l, 18s. lljd. for ea^ih of the two 
ounces. On the other hand, why should any one give 
me more than L.l, 18s. ll^d. for an ounce of standard 
gold, when he can at once obtain that quantity by 
putting L.l, 18s. ll^d. of the (new) current coin of the 
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realm into a melting pot? The numerical amount of note c. 
the circulation makes no difference either to the buyer 
or to the seller of gold buUum, which, by the supposi- 
tion, is the sole material of which the circulating medium 
is composed. 

Again, reverse the case — suppose the numerical 
amount of the circulation of 20 millions not only limiUd 
to one-half, or 10 millions, but the coin to be, at the 
same time, redu>ced in weight by one-hoUf, Then, on 
the erroneous principle that the price of the material of 
money depends on the amount of money in drcula- 
tion, the market price of gold bullion must fSall to 
L.l, 18s. ll^d. per ounce — ^it must do so if the money 
price of gold bullion be regulated by the numerical 
amount of the currefncy. On the other hand, it is quite 
certain that the price would rise to L.7, 15s. 9d., if the 
money price of bullion be regulated by its capability of 
being converted into coin. The question with the 
holder of bullion still is, into how much money can an 
ounce or any other given quantity be converted? After 
the change last supposed, an ounce can be converted into 
L.7, 15s. 9d., and that, therefore, will be the price of 
gold bullion. 

The fallacy we have been examining arises firom re- 
garding coin and bullion as distinct commodities, instead 
of as parts of one and the same commodity, and leads to 
the important practical error that, when a currency either 
purely metallic, or partly metallic, and partly consisting 
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c* of paper, oonrertible into the standard at the option of 
the holder, becomes redundant, '^ it i$ the metting, in 
canaequence of the ?dgh market price at home, and not 
the esq>ariatian"* of a part of the metallic portion, by 
which the redundancy is corrected. This error once 
established, the monetary system ceases to be r^arded 
as a self-r^ulating interest, like the other departments 
of trade, requiring no care on the part of government, but 
a rigid maintenance of the standard, and strict care that 
the issuers of paper shall have in their coffers, or at their 
command, a sufficient stock of coin or bullion to answer 
the demands of foreign trade. 

No orer-issue of paper instantly conyertible into gold 
or the standard can raise the market price of gold bul- 
lion, or the material of the coin into which that paper 
professes to be, and (by hypothesis) actually is, con- 
yertible at the mint price. To affirm that it could, 
would be to affirm a contradiction. But an over-issue of 
conyertible paper (supposing the over-issue of such paper, 
and the retention of it in circulation to be possible) would 
by its action on general prices, and, through general 
prices, on the foreign exchanges, certainly give rise to a 
drain of specie. Nor would the specie so drained away 
return till the over-issue were checked and reduced. 
This would be the only remedy. The only legitimate 
preventive is the rigid exaction of periodical eridence, 

* Bbk Vs ObflervatioDS on the Couxse of Exchange^ p. 69. 
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that the issuers of paper are really possessed of the thing )fOm «% 
which they engaged instantly to deUver. If they haye ^- ^ 
not the ipsum carpue, such engagements are delusive. 
Gold is the only security for the fulfilment of promises 
to pay gold on demands 

Were the melting and exportation of the coin prohi- 
bitedy and eticcessfully prevented^ the limitation of the 
numerical amount would affect the money price of bul- 
lion just as it would affect the money price of ordinary 
produce. Or if, by the over-issue of inconvertible paper, 
the gold coin is driven out of the market altogether, 
gold will cease to be the measure of property, and its 
price will fluctuate like that of other things. Bullion 
will then become a commodity, and nothing but a com- 
modity. If you shut up the mint and the port^^ and 
effectually prevent meUing, you may make pieces of 
gold or silver, 'whatever be their weight or fineness, or 
pieces of paper, or any thing else, perform, in some 
measure, the functions of money. Coin, by the supposi- 
tion, cannot then be converted into bulUon, for it cannot 
be melted, and bullion cannot be converted into coin, for 
the mint is shut up. Coin and bullion are then two dis- 
tinct commodities, and rise or fall in value according as 
the quantity of either is limited or enlarged ; bat this is 
not money, it is a factitioua mb^kute for money. It ia 
of the essence ofm<mey to possess intrinsic valuer Coins 
sure parts of a commodity , the value of which is regu- 
lated by the natural laws of trade. Bank-notes are 
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NOTE D. warrants for the instant delivery of coin. Tokens or 
counters, whether of metal or paper, issued under a mo- 
nopoly, and not convertible into the commodity which 
ihey profess to represent, may be called money, but 
they are not a measure of the value of property. On 
the contrary, property becomes a measure of their 
factitious value. 



NOTE (D).— Book III. Chap. VIII, 

Mr Locke {Considerations of the Lowering of Inter- 
est, Sfc. — Works, edition 1722, vol. ii. p. 42), and Dr 
Adam Smith ( Wealth of Nations, book i. chap, xi.), 
maintain that the market price of commodities *' is neces- 
sarUy higher when the coin is much debased from clip- 
ping and wearing, than when near to its standard value." 
This error has arisen from not marking the distinction 
between the consequences of a depreciated or redundant, 
and of a debased or degraded currency. 

We have already considered the effect of the degra- 
dation or debasement of a metallic currency on the price 
of bullion ; but what we have here to consider is, the 
effect of such degradation or debasement on the price of 
commodities other than the material of money. A de- 
gradation of the standard of the coin (or raising its value. 
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as it has been called) cannot raise the money price of note d, 
commodities other than bullion or the material of mono j, 
unless accompanied with an erdargement of the circular 
tion, for nothing can permanently raise or depress the 
money price of commodities, but altering the ratio of 
money to commodities. 

On the other hand, nothing can permanently raise or 
depress the money price of buttion, but increasing or 
diminishing the quantity of bullion which the coin con- 
tains. Degradation necessarily produces the one effect, 
but it does not necessarily produce the other. 

This observation, however, appUes only to the case 
of a purely metallic currency. A gold or silver cur- 
rency, which is perfect according to the mint regulations, 
may be driven out of circulation by excessive issues of 
paper-money, or paper not convertible into spede. The 
precious metab then become mere commodities, and their 
market price depends on the proportion between the 
supply and demand. 

During the first nineteen years of the present cen- 
tury, the currency of this country was the subject of a 
complication of disorders. First of all, we had, to some 
extent, a double standard ; for silver was legal tender, 
by tale, to the amount of L.25, and, by weight, at the 
mint price, to any amount. Secondly ^ the silver coin, 
prior to 1816, was in a worn out and greatly deteriorated 
state. Lastly, we had the great and overwhelming 
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mm Db ^▼il* whidi threw all minor ills into the shade, of a 

paper-OMmey, notconrertible into specie at the option of 

the holder, and, for that reason, issued in excess. 

Prior to 1800, and while the gold coin oontinned to 
drcnlate along with the paper-money, the market price 
of bnllion did not exceed the mint jHice. It was then, 
to ft great extent, driren out ot circulation, and gold 
balli<m continued much abore tbe mint price down to 
the pasong of the act for the new (nlver coinage in 1816. 
The act was passed in June 1816, and in August fol- 
lowing standard gold was quoted at L.3, 19s. per ounce. 
Betwerai 1816 and 1819, when the act for the resump- 
tion of cash payments was passed, the market price of 
gold bullion did not exceed the mint price by so much 
as 6 per cent., and since 1819 the market price has either 
coincided with the mint price, or been only a very little 
below it. In no instance, 1 think, has it been less than 
L.3, 17s. 6d. 

The rise in the market price of biUlion, therefore, 
during the period of the bank restriction, cannot be re- 
garded as a correct mecuure of the effect produced on the 
money price of commoditiee generally by the redundant 
circulation of that period. General prices continued 
down to 1819 to be 40 or 60 per cent, above the aver- 
age which had obtained prior to 1797, while in 1816 
the market price of bullion had been brought down 
nearly to the mint price, and the disorders of the foreign 
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exchanges had in consequence been rectified, thongh motbd. 
the new silver coinage then issued was overyalued in 
respect of the gold coin. 

The degradation or debasement of a purely metallic 
currency, though it will not, per se, and umaocompauied 
by an enlargement of the general volume of the circula- 
tion, raise the price of home commodities, will be found 
always to raise the money price of impcrted products. 
For instance, were the weight of our gold coin reduced 
by one-half, the tnte par of all the foreign exchanges 
would be immediately depressed to a corresponding ex« 
tent. Foreigners never inquire whether we have a 
greater or less amount of money in circulation, and 
they care nothing for the names we give to our coins. 
They regard these coins as so much bullion, valuable 
only according to their weight and fineness. Before the 
change we have supposed, if the real par of exchange 
between London and Paris was 25 francs 50 centimes, 
after that change, and in consequence of it, it would in- 
stantly fall to 12 francs 75 centimes. Ont-half of the 
French coin containing the same quantity of metal as 
our now debased coin, one-half only would be given for 
the right to receive in~ England one pound sterling of 
our new money. After the change supposed, the state 
of matters in France would be this — ^their own currency 
bearing the same proportion to their commodities as be- 
fore, there would be no alteration of general prices abroad 
— and their coins being of their full standard weight 
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MOTB D. and fineness, the market price of bullion abroad would 
""*■*"""" neither rise nor fidl — ^the only change would be in the 
course of exchange with England. But if a French 
merchant who exports wine to England to the amount 
of L.100, can sell the bill which he draws for that sum 
on his correspondent in London, for only 1275 francs. 
instead of 2550 yVane^, he must add the remaining 1275 
francs to the price of the wine, in other words, he must 
draw for L.200, or the exportation of that commodity 
must cease. After the change we haye supposed, there- 
fore, French wine and all other imported products must 
rise in the English market to double their former money 
price. The price of home products would not rise till 
the Yolume of the currency were enlarged, but its en- 
largement would be the immediate and certain con- 
sequence of the deterioration of the coin. 



NOTE (E).-BooK V. Chap. III. 

Mr Harris is of opinion that the money price of 
bullion may rise above, but cannot faU bdow the mint 
price. ** A demand for bills upon a particular place raises 
their prices, as in other cases ; and when these prices 
have got up to a certain degree above par, the price of 
bullion wiU be also advanced above the standard of the 
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country. For dearness of bills causes a demand for mote e. 
bullion to be exported, and in proportion of the dernand " 

to the stock in the market, the price of bullion will be 
raised. To take advantages, when and wherever they 
offer, is the object and business of commerce. Again, 
by transporting of bullion the price of bills will be 
lowered; that again will gradually lower the price of 
bullion, until the prices of each are again brought to a par. 
The price of bills may be reduced below par ; biU btdlion 
can never be lower than the established standard ; the 
mint being always open to receive it at the standard or 
mint price." — Essay on Money and Coins, part i. chap, 
iii. sect. 60. 

Mr Ricardo is of an exactly opposite opinion : — *' It 
is the rise in the value of money above the value of bul- 
lion which is always, in a sound state of the currency, 
the cause of its increase in quantity, for it is at these 
times that either an opening is made for the issue of 
more paper money, which is always attended with profit 
to the issuers, or that a profit is made by carrying bul- 
lion to the mint to be coined. To say that money is 
more valuable than bullion, or the standard, is to say 
that bullion is selling in the market under the mint price. 
It can, therefore, be purchased, coined, and issued as 
money, with a profit equal to the difference between the 
market and mint prices. The mint price of gold is 
L.d, 17s. 10^. If, from increasing opulence^ more com- 
modities came to be bought and sold, thefirsteffect would 

z 
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be that the value of money would rise. Instead of 
L.3, 17s. 10^. of coined money being equal in value to 
an ounce of gold, L.d, 158. Od. might be equal to that 
value; and, therefore, a profit of 2s. lO^d. might be 
made on every ounce of gold that was carried to the 
mint to be coined. This profit, howerer, could not long 
continue ; for the quantity of money which, hj these 
means, would be added to the circulation, would sink its 
value, whilst the diminishing quantity of bullion in the 
market would also tend to raise the value of bullion to 
that of coin : from one or both of these causes, a perfect 
equality in their ralue could not fail to be soon restored." 
— Proposals for an Economical and Secure Currency, 
3d edition, pp. 10, 11. 

With these conflicting opinions before us, we shall not 
go far wrong if we conclude, that in this case, as in others, 
truth lies in the middle. Mr Ricardo elsewhere says, 
" When the number of transactions increase in any 
country from its increasing opulence and industry — bul- 
lion remaining at the same value, and the economy in 
the use of money also continuing unaltered — ^the value 
of money will rise on account of the increased use which 
will be made of it, and will continue permanently above 
the value of buUion, unless the quantity be increased, 
either by the addition of paper, or by procuring bullion 
to be coined into money." — {Proposals, &c. pp. 9, 10.) 
Mr Ricardo, like Mr Thornton and Mr Blake, does not 
distinguish sufficiently between the laws which regulate 
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the money price of the material of money and those mote s. 

which regulate the money price of ordinary produce, 

and concludes with them, that when other things fall in 
price, the material of money must fall among the rest, 
and vice verea. 

Now the converse of this proposition will be found to 
be true ; when all other things fall in price, money rises 
ii^ value, and bullion and money being parts of the same 
commodity, rise together ; but whilst a metallic currency 
circulates, and the coin is in a perfect state, the money 
price of bullion does not vary ; '' because parts of a 
commodity cannot rise or fall in value in respect of each 
other." For if the mint be open to receive buUion and 
coin it inta money, what matters it to the man who has 
a pound troy of standard gold whether other men are 
rich or poor, whether there be general opulence or 
general poverty, — he can always, and under all circum- 
stances of public depression or prosperity, get his pound 
weight of gold converted into L.46, 14s. 6d. Why 
should he part with that quantity of gold for L.45 
because other commodities have fallen in price ? What 
has the money price of commodities to do with the con- 
version of his bullion into coin ? What has the price of 
indigo or broadcloth to do with the cutting of 40 lbs. 
troy of standard gold into 1869 pieces ? If 40 lbs. of 
gold bullion can be at once, and without cost, coined 
into 1869 sovereigns, an ounce of the same bullion, or a 
480th part of 40 lbs., will always be equal to a 480th 
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« 

NOTB B. part of L.1869, or 3{U sovereigns, or L.3, ITs. lO^d., 
and cannot fall to L.3, 15s., unless a whole shall cease 
to be equal to all its parts. 

An ounce of gold freely and instantly convertible into 
L.d, 17s. 10^., when sent to the mint, or capable of 
discharging a foreign debt of L.3, 17s. 10^. when sent 
abroad, will never be exchanged for lees than that exact 
sum. K the mint shall coin an ounce of gold into 
L.3, 17s. 10^., and return only L.3, 15s. Od. to the 
person who carries that gold thither, this is simply to 
charge a seignorage of 2s. 10^. an ounce, and in that 
case the market price will certainly fall to L.3, 158., 
because a seignorage acts in the same way as dday, or ex- 
penseoitransit, or any other oJo^onthe free convertibility 
of buUion into money. To the extent of the loss which 
a seignorage entails on the holder of bullion, and to no 
greater or less extent, it keeps the market price below 
the mint price. Add the seignorage to the market 
price, and the mint and market prices will always 
coincide. 

The answer, then, to Mr Ricardo is, that the market 
price of the material of money cannot fall behw the mint 
price in any country where the free and gratuitous con- 
vertibility of bullion into coin is secured ; because no man 
will consent, whatever be the state of general prices, to 
sell for L.3, 15s. a commodity which he can have in- 
stantly converted into L.3, 17s., lO^d. The answer 
to Mr Harris, who thinks that the market price of the 



APPENDIX. 357 

material of money may rise above the mint price kotb e*: 
although it cannot sink below it, is, that in a country ~" 

where a metallic currency circulates, no one who can 
obtain an ounce of gold by simply melting down 3i|S 
sovereigns will consent to pay for that quantity L.4, 
L.4, 10s., or any higher sum than L.3, 17s., lO^d. 

But it may be said — suppose that private individuals, 
for some reason or other, no matter what, are averse to 
bring in bullion to the mint, what resource is left to 
those charged with the maintenance of the currency of 
the country, but to tempt such individuals to do so by^ 
offering to pay for bullion a price higher than the mint 
price ? And in that case what becomes of the doctrine, 
that while the mint is open, the proper regulations 
observed, and bullion freely and instantly convertible 
into money, the market and mint prices do always 
coincide ? Now a little reflection will serve to explain 
this. The bank, we shall suppose, has an immediate de- 
mand for sovereigns, and offers to pay L.4 or L.5, as 
the exigency may require, for every ounce of gold 
bullion brought to be coined. Gold coin must be had, 
and if it cannot be got at the mint price, a higher price 
must be given for it. All this is plausible enough ; but 
we must take care not to use words without clearly 
understanding their meaning. What then mean the 
terms " L.4 or L.5 V* Certainly not 4 or 6 sovereigns, • 
for gold coin is the thing wanted, and no man will give 
4 or 5 sovereigns for as much gold as will yield only 
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HOTB B. sm sorereigns. " Four or five pounds," therefore, must 
mean something else than four or five sovereigns ; and 
if what is meant be L.4 or L.5 in paper or silver, then 
it is the paper or silver which is depreciated, and not 
gold bullion which has changed its value in relation to 
gold coin. If government or the bank, in attempting 
to promote the public interest, shall purchase gold 
bullion for more than its corresponding weight in 
sovereigns ; private people, to promote their own interest, 
will certainly melt down the sovereigns so issued, and 
sell the metal of which they are composed at the higher 
market price. 

But it is unnecessary to pursue this discussion farther, 
because it can be shown that when a metallic currency 
is perfect, as to weight and fineness, however much its 
bulk and volume may be contracted, the exigency which 
should induce the issuers of money to pay more than the 
mint price for bullion never can arise. 

The following hypothetical case will, I think, explain 
how a purely metallic currency can be maintained, a 
redundant currency reduced, and a deficient or con- 
tracted currency enlarged, while the market price of 
bullion neither exceeds nor falls short of the mint 
price. 

Suppose the currency of this country to be exclusively 

" metallic, and to be reduced by one-twentieth, or 5 per 

cent, in numerical amount. An American wishes to 

purchase 100 packages of our goods (no matter what), 
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which before the- contractaon of our currency he could vorm 
have bought for 487 dollars (in gold 48i'{j eagles)* 
or rather such an amount of British money as he could 
have bad coined from this sum. The contraction of the 
currency depresses general prices by 5 per cent. Com- 
modities are of less value in relation to money ; and 
money is of greater value in relation to commodities, 
by one-twentieth. We lay aside, for the present, the 
consideration of bills, and the course of exchange ; and 
it will be seen that the question which the foreigner 
has to consider is simply whether he can buy the 100 
packages of goods which he wants in the English market 
cheaper by sending to Great Britain American money 
or American goods. This question might be answered 
summarily, by saying that the foreigner will send us what 
bears the greatest value in our market ; but in order 
to obtain clear and definite ideas, it is necessary to 
carry the analysis farther. Consider then that our 
money in relation to the goods in our markets is now 
reduced by 5 per cent., and that general prices have 
fallen to a corresponding extent. If the American sends 
ordinary produce to England, that produce becomes a 
part of the mass of commodities in our market which are 
exchanged against our contracted currency, and such 
produce, therefore, will partake of the general depression 
of prices. The 100 packages which the American wants 
to buy are now sold for L.95 instead of L.100. He 
converts, we shall suppose, his dollars into 100 balee of 
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NOT! B. American goods, which before the change sold here for 

L.100 ; but after the currency has been contracted they 

will fetch only L.95. For this sum of L.95 the American 
can purchase the 100 packages, but then he is no better 
off than he was before — ^he gains nothing by the fall of 
prices here. Not so if he send his 48i^ eagles (equiraient 
to 487 dollars) in hard cash, for these coined into our 
money will purchase 105 packages at the reduced price. 
It is therefore the interest of the foreigner to send money 
rather than commodities, for it makes a difference of 5 
per cent, in his favour — he g^ns the rise in the value of 
our money, and saves the fall on the value of his goods. 
Again, if, in the circumstances supposed, an English 
merchant wished to purchase 100 bales of American 
goods, which before the contraction of our currency he 
could have purchased for L.100, or rather with such a 
sum of American money as he could have had coined from 
100 sovereigns, it is his interest, after that change, not 
to send money, but to exchange his L.100 here for 105 
packages of goods, and export these goods, and continue 
such exportations until the increased supply of our goods 
in the foreign market shall cause the price to fall there 
by 5 per cent., after which it becomes a matter of indif- 
ference whether he send money or goods. 

But by the continued importation of money into Eng- 
land and the stoppage of the exportation of money from 
EIngland, the price of our goods would be again raised 
5 per cent. — 105 packages would again exchange for 
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L.105; — 100 bales would again exchange for L.IOO1 motbb. 

and it would cease to be the interest of the foreigner to 

send money in preference to goods^ because money 
would cease here to be of higher value in relation to 
goods, and goods would cease to be depreciated in rela- 
tion to money. 

It is thus seen that, apart from any deviation of the 
market from the mint price of bullion^ and when a 
metallic currency is in a sound state, though contracted, 
the course of trade holds out an irresistible inducement 
to the holders of bullion to bring it to the mint to be 
coined, and that it is the rise in the value of money in 
relation to commodities, not in relation to bullion, which, 
'* in a sound state of the currency, is the cause of its in- 
crease in quantity." 



Note on American Money, p. 274. 

This note was designed for insertion at p. 265, in order 
to guard against the reader's confounding the common 
coined dollar with the gold dollar of account in the sub- 
sequent exchange statements. It is not, however, alto- 
gether out of place where it stands (p. 274), being in 
some measure illustrative of the transition from a silver 
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to a gold Standard in the United States. The progress 
of a similar transition which took place in our own conn- 
try in the last century is described in the Earl o/Liver- 
pooPd TrecOiie an the Cqvm of the Bedim. 
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Blake, Mr, his Observations on the Course of Exchange 
quoted, 286. 

Brougham, Lord, his merited conunendation of Hume's Po- 
litical Discourses, 241, note, 

Buchanan, Mr, his edition of the Wealth of Nations quoted, 
63, 64. 

C. 

Chalmers, Dr, his work on Political Economy referred to, 
104, note. 

Coins, subsidiary, should be so regulated that metal forming 
the standard shall not come to be valued in, 134. Par of 
foreign exchanges altered by deficiency of coin in weight 
or fineness, 266-269. 

Commodity, definition of the term — a homogeneous subject 
of exchange, 4, note. Parts of the same commodity can- 
not rise or fall in value, in respect of each other, 2-6. The 
value of one commodity in relation to another is less or 
greater, according as its relative quantity is increased or 
diminished, 7-10. 

Consumption regulated by price, 41-48. Amount of^ in a 
given time, a gauge of the intensity of demand, 46. 

CopseiDood, laws which regulate rent of land under, 236. 

Com, a commodity sui generis, 59. Laws by which its 
value is regulated, 59-64. Creates a market for itself, 60. 
Value of, also dependent on quantity, 61. Price of^ re- 
gulates the consumption of the year, 61-64. Adam 
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Smith's opinions on this subject quoted, 61, 62. Value 
of, in newly peopled and old countries, 68-70. Relative 
value of labour, corn, and gold, 83-85. High or low 
money price of com not a cause of high or low money 
price of labour, nor vice versa, 86-88. The simultaneous 
rise and fall of com and labour the effect of the simul- 
taneous increase or decrease of their supply, ibid. Tem- 
porary enlargement or abridgment of supply of com in- 
stantly affects its money price, but does not sensibly 
affect wages, 94. Two distinct laws govem the rise and 
faU of the price of com, 95. M. Say's opinion on the 
principles which regulate the price of com, quoted, 95, 
note, Arthur Young's account of the average price of 
com in the 17th and 18th centuries, 96, note. Average 
price of the two centuries preceding 1826 does not differ 
materially, 97, note. Higher money price of com not a 
cause of higher rent, but an accidental effect of fall of pro- 
fits, 204. The doctrine of the necessity of the actual price 
of com to the actual produce, inconsistent with a just 
theory of rent and profits, 207. Mr Malthus's opinions 
on this subject examined, 206, note. Com rises and falls 
in value more suddenly, and to a greater extent, than 
other commodities, 221. The dependence of a country on 
foreign supplies of com does not alter the principles which 
regulate the natural rate of profits, 224-228. How profits 
regulated in a country dependent partly on home-grown 
and partly on imported com, 229-231. Free importation 
of com does not affect wages, 231. 
Currency. See Money. 

D. 

Demand and supply, Dr Adam Smith's account of, 34-36. 
M. Say's views of demand, 36, note. Mr Malthus's de- 
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finition of demand objectionable, 37, 38. Difficulties at- 
tending the practical application of Adam Smith's theory 
of demand and snpply, 38. Demand is in all cases limited, 
49. This proved by the effects produced by a transference 
of capital from one employment to another, 50-54. Limits 
of demand farther considered, 170-172. 

Elizabeth, Queen, great extension of trade, wealth and po- 
pulation since her reign, 118, note. 

Exchange, bills of, their nature and uses, 256. They save 
the transmission of money, ibid. International accounts 
cannot be squared by bills of exchange, unless debts and 
credits are equal, 257. Causes of the rise and fall of the 
real exchange, 257-263. This rise or fall limited by the 
expense of transmitting specie, 259, 260. An adverse 
real exchange forces exports and restricts imports, and 
vice versa, 261. Self-regulating power of the exchange, 
261, 262. Par of exchange is the equality of currencies, 
264. Between countries using different metals as the 
standard of money, there cannot be a real, but only an 
approximate par of exchange, 265. Examples of altera- 
tions of the par of^ exchange between Great Britain and 
the United States of America, 265-269. Real differs from 
the nominal par when the currency of either country is de- 
ficient in weight or fineness, 266 ; and when an over-issue 
of paper-money is allowed, 269. When two metals form 
the standard, the par of exchange is regulated with refer- 
ence to the over-valued metal, 277. Deviations of nomi- 
nal exchange from par cannot be corrected, but by rectify- 
ing the disordered currency, 282. Mode in which expan- 
sion or contraction of a metallic currency affects the 
exchange, 283. K the enlargement of a metallic currency 
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eley ated the price of bullion, the conBequent disorder would 
be in the nominal, not in the real exchange, and could not 
be rectified but by reducing the amount of currency, 284 ; 
but such enlargement has not this effect, 284-288. When 
a fiiYourable exchange is caused by the enlargement of a 
perfect metallic currency, the true par is not altered, and 
the disorder can be corrected only by the importation of 
specie, 307-314. 

P. 

Foreign Trade regards money simply as a commodity, 249. 
Mr Huskisson's exposition of the advantages of foreign 
trade quoted, 251, note. Laws which regulate profits not 
altered by foreign commerce, 251-254. Examination of 
the principles of exchange, 255. 

France, price of com in, has not varied much bom. what it 
was during the middle ages, 95, note, 

Fullarton, Mr, his opinions on currency examined, 301, note. 

G. 

GltUj general, causes and consequences of, described, 55-58. 

Gold and silver cannot both together form a measmre of 
commerce, 4, note. Made the sole standard by 56th of 
Geo. III., 5, note. The increased supply of gold and 
silver after the discovery of the American mines, reduced 
their value over the world, 13. Relative value of labour, 
com, and gold, 83-85. Gold and silver the fittest ma- 
terials of money, 127. Uniform in quality and value, divi- 
sible, portable, durable, not elisily counterfeited, 128. Not 
important whether gold or silver be selected as the mate- 
rial of money, ibid. Value of gold bullion if sole mate- 
rial of money, estimated in gpld coin of standard weight 
and fineness, cannot be raised or depressed, 130 ; and will 



368 PHILOSOPHY OF TRADE. 

not be affected by scarcity or abundance, 131. Market 
and mint price of gold bullion, 137. K gold and silver 
are botb used as the standard, the oyervalued metal will 
drive the undervalued metal out of the market, 274. The 
possession of gold is the only security for the fulfilment of 
promises to deliver gold on demand, 303, 304. 

H. 

Harris, Joseph, his Essay on Money and Corns cited, 5, note; 

his opinions on the principles which regulate the price of 

bullion examined. Appendix E, 352. 
Hume, David, his Political Discourses quoted, 241, note. 

Lord Brougham's merited commendation of that work, ibid. 

Hume's correctipn of Locke and Montesquieu's errors re- 
garding the interest of money, ibid. 
Huskisson, Right Hon. W., his opinions on money and the 

advantages of foreign trade referred to, 251 ; his pamphlet 

on currency quoted, ibid,, note. 

1. 

Interest of money, laws which regulate the natural rate of, 
238. Literest and net profits identical, 239. Market rate 
of interest often different from the natural rate, 240. When 
interest is higher on account of risk, the excess resolves 
itself into a premium of insurance, 240, note. Adam 
Smith's opinions on interest quoted, 239, 240. Mr Hume's 
opinions on interest quoted, 241, note. Mr Tooke's opin- 
ions on the same subject, 242, note. Rise or M of mar- 
ket rate of mterest coincident with increase or diminution 
of currency, 243, note. 

James the First, reduction of interest during his reign from 

4 10 to 8 per cent., 118, note. 
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L. 

Labour^ its value regulated by the same laws which govern 
the value of other subjects of exchange, 67-73. Though in- 
corporeal, measurable, 68, note. Distinction between pro- 
ductive and unproductive, remarks on, ihid. Value of 
labour in newly peopled and old countries, 68-70. A 
primary ingredient of cost, but not the foundation of ex- 
changeable value, 71-73. Not better fitted than other 
things to be a measure of value, 72. . Value of a commo- 
dity may be different from value of the labour of which it 
is the product, 74-82. Relative value of labour, com, and 
gold, 83-85. High or low money price of labour not the 
cause of high or low money price of com, nor vice versa, 
86-88 ; but the simultaneous rise and fall of com and labour 
the effect of the simultaneous increase or decrease of their 
supply, ibid. Value of labour riused and depressed by the 
operation of two laws, 99. Labour and com, natural and 
market price of, 100, 101. Ratio of supply of labour to 
supply of com regulated by the labourers' habits of living 
and standard of enjoyment, 102. Means of raising or low- 
ering this standard, 103, note. Price of labour varies in 
different departments, causes of these variations, 109, 110. 

Land, least productive land of a country which is dependent 
on its own agricultural resources, cannot be thrown out of 
cultivation except by depopulation from extrinsic causes, 
220-222. Whether part of that land will be thrown out 
of cultivation by free importation of com, depends on the 
comparative retums from the capital employed, 231. Land 
inferior to the least productive com land may, and often 
does, yield a rent, 233. Laws which regulate rent of land 

' under natural pasture, 234 ; and under copsewood, 236. 
Value of land, laws which determine, 241. Regulated by 
the rate of interest, 243. Adam Smith's opinions on this 

2a 
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subject quoted, 244, note. Land not a security on which 
bank-notes can be issued, 305. Mr Law's project of a 
land bank, 305, note, 

Lauderdale, Earl of, his erroneous yiews, on the distinctive 
properties of value and riches, 10, note. His Inquiry into 
the Nature and Origin of Public Wealth quoted, ibid. 

Law, John, his work on Money and Trade quoted, 305, note, 

Liverpool, Earl of, his Treatise on the Coins of the Realm 
cited, 5, note, 362. 

Loans, public, affect the market rate of interest, 240. 

Locke, Mr, his objections to a double standard of money, 4, 
note. His work on the value of money and interest 
quoted, 129. The same work quoted, 274. Currency in 
Locke's time based on silver exclusively, App, Note C, 
337 ; his opinion that debasement of coin raises general 
money prices controverted, App. Note D, 348. 

M. 

Machinery, substitution of for human labour does not change 
or modify the laws which determine profits, 189. 

MaUhtu, Mr, his definition of demand, observations on, 37,38. 
Essay on Population quoted, 91. Essay on Population 
referred to, 104, note. His Inquiry into the Nature and 
Progress of Rent quoted, 205, note. His opinions on the 
subject of rent examined, 206, note. His Principles of 
Political Economy cited, ibid. 

if Oulloch, Mr, his Edition of Smith's Wealth of Nations refer- 
red to, 97. Literature of Political Economy cited, 205, note. 

Metcds, the precious, the fittest standards for measuring the 
value of commodities, 13. Their supply not uniform, but 
more uniform than that of other commodities, 13, 14. 
Laws by which the price of the metal forming material of 
money regulated, 127. Conditions to be observed in the 
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coinage and issue of metallic money, 132. Where these 
conditions obseired, coins may be considered simply as 
parts of the metal which forms the material of money, ibid. 

Minty should be open to every one who may choose to carry 
bullion thither for coinage, 132. Bullion, when carried to, 
should be converted into coin instantly and gratuitously, 
132, 133. 

Mines, rent of, how regulated, 214, note. 

Money, definition of, 11. K quantity of, enlarged without 
corresponding increase of commodities, money prices rise, 
and vice versa, 12, 13. Precious metals fittest material of 
money, 13. If the quantity o^ did not increase with in- 
crease of population and food, price of commodities would 
continue to ObJI, 107. Great inconvenience which would at- 
tend the employment of anyconsumable commodity as money, 
125, 126. Material of money must be a commodity not 
liable to sudden fluctuations from sudden enlargement or 
abridgment of supply, 126. Six properties which pecu- 
liarly adapt the precious metals to be employed as money, 
127, 128. Laws by which price of metal forming material 
of money is regulated, 129-131. Indifierent whether gold 
or silver selected as the standard, but one metal alone can 
form a standard, 128. Weight and fineness of the coin 
matter of arbitrary arrangement, 129. Coinage merely 
vouches the weight and fineness, ibid. Standard should 
never be altered, ibid. Value of material forming the sole 
standard, estimated in coin of full weight, cannot be raised 
or depressed, 130 ; and will not be afiected by scarcity or 
abundance, 131. Six conditions to be observed in the 
coinage and issue of m6ney, 132-135. Just theory of 
money requires coin to be considered simply as part 
of the metal which forms the material of money, 132. 
"hSxat and market price of bullion may differ by a sum 
equal to the expense of transit, but not more, 133, note. 
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Free exportation and importation of coin and bullion ghoold 
be allowed, 135. When requisite conditions observed in the 
coinage and issue of money, the mint and mar]i;et price of 
bullion will coincide, 136-139. Price of material of money 
not affected by enlargement or contraction of circulation 
137, 138; App. Note C, 337-348; but enlargement 
or contraction of the currency causes exportation or im- 
portation of specie, 138, 283, 307, 358. When coin de- 
graded or debased, market price of bullion rises, 140. 
Reason of this, 141, 142. Debasement or degradation 
does not riuse money price of other commodities unless 
accompanied with enlargement, 142, App, Note D, 348- 
352. Degradation of the coin by law generally is followed 
by enlargement, 143, 352. Money prices do not per- 
manently affect the natural rate of profits, 144. Money 
prices greater or less according as a greater or less supply 
of the material of money is obtained by the employment 
of a given capital, ibid. This illustrated in the case of a 
country having mines of its own, 145 ; and in the case of a 
country supplied with money through the medium of 
foreign trade, 154-157, 283, 307, 358. Higher money 
price of com not a cause of higher rent, but an accidental 
effect of a fall of profits, 204. Foreign trade regards money 
simply as a commodity, 250. Par of foreign exchange 
altered by deficiency of coin in weight or fineness, 266 ; and 
by undue issues of paper money, 269 ; and in the case of 
two metals being improperly allowed to form the standard, 
273. When the market price of metal forming the stan- 
dard exceeds the mint price, coins of full weight are melted 
down, 280. Mr Blake and Mr Thornton's opinion that 
enlargement of a metallic currency raises the price of 
bullion, controverted, 286-288. Such enlargement affects 
the real though not the nominal exchange, 288-294. The 
disorder so caused cannot be rectified by exporting ordinary 
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produce, 294-297; but only by exporting specie, 297. 
When the disorders of the currency are such as to raise 
the market price of bullion, that enhancement is not a 
measure of the enhancement of the price of conmiodities, 
298. A purely metallic currency cannot continue re- 
dundant, but always rights itself^ 300. Nor can bank 
notes instantly convertible become depreciated, ifttJ., 
App. Note C; but convertible paper must be issued 
under proper regulations, 301-306. Examination of Mr 
Fullarton*s opinions on currency, 301-303, note. Pro- 
posal of Bank of England to issue notes to be paid in 
specie at the market price of the metals, App, Note (7, 337. 
Mr Alison and Mr Ricardo's opinions on this subject, ibid. 
Market and mint price of bullion must always coincide 
when coin perfect, and melting and exportation allowed, 
ibid. Locke and Adam Smith's opinion that debasement 
of coin raises the price of commodities, controverted, App. 
Note D, 348 ; but degradation generally followed by en- 
hirgement which raises general prices, 352. Rise of price of 
bullion during the period of bank restriction not a measure 
of the enhancement of general prices, 349. Our currency 
was then labouring under a complication of disorders, 
ibid. The market price of bullion reduced immediately 
after the issue of the new, though over-valued, silver 
coinage in 1816, 350. Degradation or debasement of the 
coin will raise the price of foreign products in our markets, 
351. Mr Harris and Mr Ricardo's opinions on the prin- 
ciples which determine the market price of bullion ex- 
amined, App. Note Ej 352. Principles which regulate the 
importation and exportation of specie, ibid. 

Money^obher, melts down coins not of full weight when the 
market price of bulhon exceeds the mint price, 141. 

Monopolies^ natural and artificial, price of commodities pro- 
duced under, 28-31. Price regulates consumption, 41-43. 



374 PHILOSOPHY OF TRADE. 

P. 

Paley, Dr., quoted, 87 ; his Moral and Political Philosophy 
quoted, 105, note. 

Par of vcdue. See VcUue. 

Par of exchange. See Exchange, 

Pcuture, laws which regulate rent of pasture land, 234. 

Petty, Sir W., his objections to a double standard of money, 
5, note. 

Peel, Sir Robert, the policy of his recent measures with re- 
spect to currency and banks of issue does not turn upon the 
question argued by Mr Tooke and Mr Fullarton, 301, 
note. These measures necessary in order to secure con- 
yertibility, ihid. 

Plants, nature has provided for indefinite increase of, but 
this increase checked by limited extent of fertile land, 89. 

Population, tends to exceed the means of subsistence, 89- 
93. Enlargement of food does not cause, it only permits, 
increase of population, 89. In North America population 
has doubled every twenty-five years, 90. Increases in 
geometrical ratio, ihid. Principle of population compared 
by Sir J. Stewart to a spring loaded with a weight, 92. 
Ratio of population to food fixed by the labourers' stan- 
dard of comfort and general habits of living, 102-108. 
Increase of population precedes extension of cultivation, 
182 ; and creates a temporary rise of profits, 217. 

Price, distinction between value and, 11-15. Natural and 
market price distinguished, 33-35. Adam Smith's obser- 
vations on natural and market price, 33, 34; and on 
component parts of natural price, ihid. Price regulates 
consumption, 41-48. 

Produce, agricultural, increases only in an arithmetical 
ratio, 91. 

Profits, what, 73. Difficulty of accounting, on Mr Ricardo's 
principles, for the surplus which constitutes, ihid. That 
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part of price which resolves itself into profits is an indepen- 
dent yalue, 78. How regulated before the introduction of 
money and appropriation of land, 113-115. Profits of 
agriculture consist of that part of produce which remains 
to the cultivator after replacing cost, 120. Profits re- 
gulated by ratio between return and cost, ibid. Ordinary 
or average rate of profits maintained by transference of 
capital from less lucrative to more profitable employments, 
121-124. Rate of profits not permanently afiected by 
enlargement or contraction of the currency, 148-153. 
Mode in which rate of profits equalized in difierent depart- 
ments of production, 145-149. This illustrated in the 
case of a country having mines of its own, 148-153, and 
in the case of a country supplied with money through the 
medium of foreign trade, 154-157. Ordinary or average 
rate of profits cannot be maintained without a natural or 
seK-regulated rate, 158. Natural rate, what, 159. De- 
finition of profits, ibid. Natural or regulating rate of 
profits not to be found in any department of manu&ctures, 
162-164 ; nor in that department which furnishes material 
of money, 165-169 ; but is discovered in that department 
from which the food of the people is derived, 173-177. 
Profits of agriculture cannot be raised or depressed arti- 
ficially, 175. Ordinary or average rate of profits in all 
departments conforms itself to the natural rate, 178. 
Order in which phenomena connected with the fall of 
profits develop themselves, 181. Transference of capital 
from agriculture to other employments supposed, profits in 
that department still self-regulated, 184-188. Laws which 
determine profits are not changed or modified by substitu- 
tion of machinery for human labour, 189-191. How the 
rate of profits is affected by descent to inferior soils, 208- 
216. Profits of mining capital, 214. Fail of natural pro- 
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fits considered, 217. No withdrawal of capital from 
land can depress natural profits, while the least pro- 
dnctire land continues to he cultiyate^ 218. Recapitu- 
lation of argument on rent and profits, 222. Principles 
which regulate rate of profits in a country dependent on 
foreign supplies of com, 224-228 ; and in a country depen- 
dent partly on home-grown and partly on imported com, 
229-231. Distinction between gross and net profit, 238. 
Interest and net profit identical, 239. Foreign trade does 
not alter the laws which determine the rate of profits, 
251-254. Theory of e^Echange in connexion with theory 
of profits, 315-322. Fall of natural profits is followed by 
the same addition to the circulation and readjustment of 
prices which would take place in the case of a country 
haying mines of its own, ibid, 

R. 

Bent, arises firom unequal fertility of soils, 1 14. Laws which 
determine the rent of com-land, 195. Equal capitals 
being applied to two or more soik of unequal productive- 
ness, the rent of each of the superior soils is measured by 
difference between product of these soils and product of 
least fertile land, 197-201. Equal capitals being succes- 
siyely applied to the same soil with unequal returns, rent 
is measured by difference between return from each por- 
tion of capital and retum from least productive portion, 
202, 203. That ^' rent is paid because com is high,'' is a 
foUacy, 204. Higher money price of com not a cause of 
higher rent, but an accidental effect of a fedl of profits, 205. 
Theory of rent flbrst broached by Dr James Anderson, 
205, note. Rent of mines, how regulated, 214, note. Re- 
capitulation of argument on rent and profits, 222. Profits 
and rent, how affected by importation of foreign com, 
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223-232. Soils inferior to least productiye corn-land 
may, and generally do, yield a rent^ 233. Rent of land 
under natural pasture, 234, and under copsewood, 236. 

Metail Trade, profits of, not higher than in other departments 
in a greater degree than to compensate disadvantages of 
such trade, 122. 

BevuUionSj mercantile, 55-58. 

Micardo, Mr, his exposition of the distinctiye properties of 
value and riches commended, 10, note. His theory of 
value referred to, 71-73. His opinion that wages never 
rise without a fall of profits, and vice versa, examined, 81. 
His doctrine that wages depend on the ratio which the 
return fix>m the least fertile land hears to the labour em- 
ployed on such land, controverted, 117, note. And also 
his theory of a constantly rising money price of com, 
118, note. His work on Political Economy and Taxation 
quoted, 121, note. Mistaken in accounting for progressive 
fall of {NTofits by assuming a progressive rise of the money 
price of labour, 208. Examination of Mr Ricardo's Theory 
of Value, 325-337. His Principles of Political Economy 
quoted, Und. His opinions on the principles which re- 
gulate nuurket price of bullion examined, 340, 341, 353, 354. 

Etches and value, distinctive properties of, 10, note 

S. 

Say, M., his Treatise on Political Economy quoted, 36, note. 
His account of the relative price of com and labour re- 
ferred to, 95, note. Mr Ricardo does not directly gainsay 
that account, 119, note. M. Say's opinions on money 
quoted, 126. 

Seignoragej effect of, JBimilar to that produced by expense of 
transit, 134, note. Clogs convertibility of bullion into 

2b 
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money, and has an effect opposite to that of debasement, 
ibid. 

Silwr and gold cannot together form a measnre of com- 
merce, 4, note. Legal tender down to 1816, 5, note. The 
increased supply of gold and silver in the 16th century 
reduced their value universally, 13. Silver and gold the 
fittest materials of money, 127. Are uniform in value and 
quality, divisible, portable, durable, not liable to be coun- 
terfeited, 128. Indifferent whether gold or silver be 
selected as the material of money, ibid. Relative value of 
silver and gold varies, 273-281. 

Smith, Dr Adam, a suggestion by, with reference to the 
silver coin, 5, note. His observations on natural and 
market price, 33, 34 ; and on component parts of natural 
price, ibid. Mistaken in supposing that rent enters into 
price as a component part, 33. His account of demand 
and supply, 34-36. Difficulties attending the practical 
application of his theory, 38. Attempt to remove these 
difficulties, 41-48. His opinions on the influence which 
the price of com exerts on the amount of consumption, 61. 
Wealth of Nations quoted, 61, 62. His opinion, that the 
price of certain commodities may be resolved into the 
wages of labour exclusively, examined, 79-82. Wealth 
of Nations cited, 109. Has shown why profits of retail 
trade are higher than in other departments, 122. His 
opinions on the interest of money, 239. Wealth of 
Nations quoted, 240. His theory of value in jconnexion 
with that of Mr Ricardo examined, 333-337. Wealth of 
Nations quoted, 334-336. His opinion, that debasement 
of coin raises general money prices, controverted, App. 
Note D, 348. 

Spain, price of com in, not now dearer than in the time of 
Ferdinand and Isabella, 95, note. 

Speculation, prevalence of, affects the rate of interest, 241. 
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Stefoart, Sir James, his Inquiry into the Principles of 
Political Economy quoted, 92. His opinions on the prin- 
ciples of population, 182, note. 

Supply and demand, Dr Adam Smith's account of, 34-36. 
See Demand. 

T. 

T<ixed Commodities, consumption of, increased hy reduction 

of duties, 43. 
Thornton, Mr, his work on Paper Credit quoted, 285, note, 
Toolee, Mr, his opinions on the interest of money referred to, 

and his work on Currency cited, 242, note. His opinion 

that convertihle paper cannot become depreciated, 301, note. 
Trade, stagnation of, 55, 56. Reviyal of^ 57, 58. See 

Foreign Trade, 

U. 
Utility, not a measure or constituent of value, 28, 29. 

V- 

Value of parts of a commodity cannot rise or flEdl in respect 
of each other, 2-6 ; and not affected by increase or dSminn- 
tion of quantity, 5, 6. Locke's opinions on this subject 
referred to, 4, note ; and those of Sir W. Petty, Mr Harris, 
Dr Adam Smith, and the Earl of Liverpool, 5, note. 
Value and riches, distinctive properties o^ 10, note. Value 
and price, distinction between, 11-15. A commodity pos- 
sessed of value clUi alone form a measure of value, ibid. 
Par of value, 16-27. Natural and market value, laws 
which regulate, 22-27. Disturbances of value, their effect 
cannot be exactly estimated, 23, 24, note. Utility, not a 
measure or constituent of, 28, 29. Value of commodities 
produced under a natural or artificial monopoly, how 
regulated, 30, 31 ; and of freely produced commodities, 32. 



